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State Aid for Private Enterprise 


BY PROFESSOR GEORGE A. STEINER 





UNIVERSITY OF ILLINOIS) 


‘The seedbed out of which grew govern- 
mental brosramene cialise individual 
ental programmes to socialise indwidua 
risks also produced growth of programmes 
to socialise entrepreneural risks. . . . Fin- 
ancial outlays in behalf of entrepreneurs 
expenditures to 


} ) é 
exceed, in the agvregate, 
SSIES 


individuals. 


NOTWITHSTANDING the long tradition 
faire in the United States, 
the Federal government, as well as 
state and local governments, have 

ng socialised risks of business entre- 


(alSSE Z 


preneurs. 

This paralleled the 
increasing socialisation of individual 
risks. It cannot be said to be any less 


action has 


ignificant in causing the demise of 


ussez faire than government aid to 
individuals. It is altogether likely 


that financial outlays in behalf of 


entrepreneurs exceed, in the aggre- 
rate, expenditures to aid individuals. 

[t is well to point out that ‘entre- 
preneurs’, for purposes of this dis- 
cussion, refers to all individuals en- 
gaged in business activity for them- 
The concept thus includes 
managers of giant corporations, who 
operate business on behalf of scattered 
owners, as well as individual proprie- 
tors of small businesses. 


selves. 


Principles of Intervention 

Two interrelated causes underlie 
expanding government assumption 
of entrepreneural risks. One is promo- 
tional. It is the idea that government 


should aid enterprise because ‘what 
helps business helps the nation’. The 
other is protective. It parallels the 
same sort of pressure on government 
which has produced expanding 
socialisation of individual risks. More 
and more entrepreneurs, over time, 
have become less and less willing to 
battle the impartial judgement of the 
market place and have put pressure 
on government to protect them from 
both justified and fancied economic 
risks. 

The individualism of entrepren- 
eurs, like that of consumers and 
workers, has become blunted under 
the impact of economic change. 
The commonly accepted picture 
of an entrepreneur is one who 
fearlessly risks his capital and labour 
in an uncertain market, who thrives 
on ‘tough’ competition, who strives 
to advance the technology at his 
command to outdistance his com- 
petitors in currying the favour of 
consumers, and who, by the skill of 
his managerial art alone, extracts a 
profit which is the true measure of his 
contribution to society. This picture 
is becoming less accurate as more 


From Government’s Role in Economic Life, McGraw Hill Book Company, Inc., New York, London, 
Toronto, ¢ opyright 1935 
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54 1 
businessmen seek more and more pro- 


tection from government in main- 


Increasing pressures for govern- 
ment protection of entrepreneurs 
from market risks necessitate some 
changes in concepts of security. Se- 
curity for entrepreneurs in the liberal 
tradition was essentially an environ- 
mental certainty. This was also true 
of individual security. It was security 
in a knowledge of protections of 
property rights and contract rights; 
the assurance that rewards would be 
commensurate with the risks taken; 
the absence of destructive competi- 
tive forces which could smite mort- 
ally a businessman, irrespective of 
his efficiency, and quite beyond the 
hazards of new inventions and inno- 
vations introduced into the market by 
competitors; the absence of arbitrary 
government interferences; and, alto- 
eether, assurances that the ‘rules of 
the game’ under which he operated 
would not change quickly, arbi- 
trarily, and unjustly to his disadvan- 
tage. 

But changes in economic life have 
created more uncertainty in entre- 
preneural environment and multi- 
plied the ‘rules of the game’ to the 
point where threats to business exis- 
tence were not only superior competi- 
tors or a fickle consumer change in 
desires, which were accepted busi- 
ness risks, but something else over 
which the entrepreneur had no con- 
trol. 

Entrepreneurs have sought security 
through government action to raise the 
plane of competition, restrain monopoly, 
curb unreasonable exercise of labour- 
union power, stabilise the economy at the 
SLINS of Serious deflation, prot ide 
types of risk capital, and support income. 

The last point has special reference 
to the farmer, but businessmen also 


certain 
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1 1 . . 
have sougnt income protes tion 


lax rebates for in ome losses suf] 
in the reconversion period follow 
World War II 

How Support Developed 


In a fundamental sense. even i 





laissez-faire political economy, 
ernment protects entrepreneurs 1 
number of rather elemental w 
Lhe promotion ol politic al and 


order, protection of property ri 
it 


i 
enforcement of contracts, devel | 
ment of bankruptcy laws, and 
authorisauon and protection 
patent grants all serve to pro 
entrepreneurs. 


Over a long period of time oth 
programmes have been develop dl ¢ 
a different character. Outstandin 
are financial aids, protection fi 
monopoly, and protection from com- 
petition, 

First are financial aids to entr 
preneurs. Financial aids may take 
wide variety of forms, of which three 
have been outstanding. ‘They ar 
subsidies, loans, and guarantees 
loans, and income supports. ‘hes 
in turn take on a variety of form 
limited only by the imagination 
legislators and the justification for 
extension of aid. 

Subsidies to business enterprise 
have traditionally been used to pro- 
mote and protect entrepreneurs. Sub- 
sidies extend back to early protective 
tariffs, through the largesse extend- 
ed to early railroad builders and the 
development of the merchant marine, 
on to the development of the air 
lines today. 

7 he Me thods hy which subside , have 
been and are extended include: dire 
grants to cover operating deficits; protec- 
tive tariffs; grants of public land; grant 
of operating equipment (e.g., aircraft 
to air lines) ; mail subsidies ; tax rebates ; 
tax amortisation; and benefit payment 


(e.g., to ¢ 
NnpProveMe 
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STATE 


to agriculture for undertaking soil- 
brovement programmes. 
[Loans and guarantees of loans are 
method extending back to early aid 
‘This may take the form 
{ contributions to capital, guarantee 
endorsement of securities of the 
isiness aided, subscription to and 
and the mak- 
ry of unsecured loans.Such activities 
really 
Government support of a level 
come y illustrated in the 
ricultural programme launched in 
33. A great many of the individual 
ogrammes associated with Federal 
rricultatel policy are directed at 
intaining the 


ome. 





| to railroads. 


| purchase of securities, 


big business today. 


is classically 


level of agricultural 


Indirect Aids 


financial aids are what 
called direct. But 
has benefited by a variety 
indirect financial sort 
r another. International air carriers, 
instance, receive indirect financial 
ls of the following sort: 
yn and maintenance of airports and 
rminals, government aeronautical 
earch and developmental work, 
vernment-sponsored 
pilots and other flight personnel, and 
maintenance of various types of com- 
munication aids. In a variety of other 
it comparable ways, suc h indirect 
financial aids have been extended 
ther entrepreneurs. 
~ Second, the Federal government 
rom the passage of the Sherman Anti- 
rust act in 1890 has sought t 
tect entrepreneurs from the eanectia 
: of monopoly power by competitors. 
the detail of this 


The ab ve 
eht be 
terprise 


business 


aids of one 


construc- 


fo 





) pro- 


[It is not so much t 


ni . . 
experience as the fact that fits in the 
present discussion. 

Third, the Federal government as 

‘ 


AID FOR PRII 


training of 
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and local 
protec ted 


well as state covernments 
entrepreneurs from 
At the Federal govern- 
ment level illustra- 
tions, a few of which are the Miller- 
Tydings Act of 1937, which legalised 
resale-price-maintenance pro- 
grammes; the National Industrial 
Recovery Act, which was a device to 
competition; and the Webb- 
Pomerene Export Trade Act of 1918, 
which permitted e <porte rs to cartel- 
ise to protect themselves from for- 
Here, too, might 
tariff protections, 
competitive 
agriculture, and the 
competitors extended to 
semi-competitive monopolies in the 
tr. insportation field. Here 
fact is more significant at this point 
than the detail. 

‘The issue 
programmes are 
fied. 
have 
ficial to the entire 
them 
value to the public in 


have 
competitors. 


there are many 


stifle 


eion co! npetitors. 
well be in luded 
protections to the 


tion of 


po “i 
shield 
against 


iain the 


here is not whether such 
justified or uniusti- 
Some of them unquestionably 
been essential and wholly bene- 
some of 
questionable 
Certain 


Soc iety: 
have been of 


terest. 





types of entrepreneurs have bene- 
fited by such programmes more than 
others. But the outstanding is that 
entrepreneurs as well as indi Is have 
with strong and insistent voices called for 
government help in promoting their inter- 
ests an i i? £ etling protection in tl DUN- 
suance of their interests. 


It is difficult to envision the 
of all 


goOvel 


scope 
activities of the Federal 
which may 


these 
nment 
ately be 


apy oropri- 
associated with socialisation 


of cadtoitecl as well as entrepren- 


eural risks, but it may be that the 
total volume of loans and guarantee 
f loans of agencies extending finan- 


and entre- 
a large margin 


the $100,000 pan mé eg 


cial aid to individuals 


preneurs exceeds by 
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Sterling Convertibility 





1954— Year of Decision 


Durinc the next twelve months the 
attempt must be made, if it is to be 
made at all, to bring the converti- 
bility plan down out of the rather 
rarefied and academic atmosphere in 
which it is now floating. 

Just how the ensuing twelve months 
will work out in terms of dates and 
programmes is something which 
many people in the world’s capitals 
must be wondering. 


The bindings of tariffs under 
G.A.T.T. will last, with the year’s 
extension, until the end of 1954. 


These ‘bindings’ would 
great assistance if they had to be 
renewable every year, and it must be 
presumed that it is hoped that before 
the end of 1954 an extension on a 
less temporary basis will be possible. 
An extension of this kind would 
require a_ full-dress 

G.A.T.T. in the autumn of 1954, 
but this will not be possible unless it 
is assumed also that the United 
States Congress will have passed a 
new Reciprocal ‘Trade Act before it 
adjourns. 


A Tight Schedule 

Yet a new Reciprocal Trade Act 
is unlikely to be drafted until the 
Randall Committee has presented its 
report. That report is scheduled for 
completion in March next year, but 
experience suggests that it may be a 
little later. This certainly makes a 
tight schedule. It will leave only 
three to four months for the Randall 
Committee report to be considered, 
for policy to be formulated, and for a 
new Reciprocal ‘Trade Act to be 
drafted and go through all its stages 
in Congress. 


not be of 


meeting of 
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This ttem, from an English source, 








emphasises the argument of — the | 
' ‘ y , | 
Guarant Trust 0} New York tn la | 
,. - . } ] 
month’s Economic Digest. The coy- | 
; 5 : : | 
clusions here presented are preced | 
a substantial argument in the origina} 
article 
$ { 
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September 1954 in Washington 


The other indication that 1954 
expected to be a year of decision wa 
the choice of Washington once agai 
as the venue for the meetings of thi 
International Bank and I.M.F. nex 
year. It is unusual for these meetin 
to be held for two successive years i 
the same place, and the decision 
the more significant because it wa 
made at the urgent insistence of the 
United Kingdom. The annual meet- 
institutions, at 
governors 


ings of these two 
which all the are 
generally the Finance Ministers o! 
the countries concerned 


who 


are gath- 
ered together and are attended by 
strong bodies of expert advisers, are 
clearly the most appropriate occa- 
sions for the discussion of matters o! 
high international financial policy. 
Moreover, both institutions would 
have their part to play in any plans 
for making sterling and other cur- 
rencies convertible. It is known to be 
a part of the British convertibility 
plan that the resources of the Inter- 
national Monetary Fund should be 
extended so that the fund could play 
a greater part in offsetting 
short-term movements of money 
between one country and another 
which might follow convertibility. 


those 


From The Times Review of Industry, London, October 1953 





STE 


The p 
Bank wo 
it the 
ending | 
ale, es 
United 
ential 
round 
yility of 
In this 
aturall 
Thus 
most im 
tions OV 
place at 
Bank al 
ington I 
to pro} 
rund | 
matters 
either I! 
Chance 
them in 
Wha 
dea thi 
quence 
nationa 
March 
Randal 
has bec 
United 
ea ps 
The 
their o 
they ha 
ful in p 
the fac 
way hi 
the pre 
mMconyv'’ 
ation % 
hard ci 
tive of 
crimin 
The 
little | 
variou 
appars 
detail. 











STERLING CONVERTIBILITY: 1954 


lhe part which the International 
Bank would play would be less direct; 
it the international 
ending and investment on a healthy 
ile, especially on the part of the 
states, 15S 


prospec t of 


nited regarded as an 
ential part of the general back- 
round without which the converti- 
lity of sterling could not proceed. 
this field the International Bank 
iturally has an important role. 
(hus it seems probable that the 
st important stage of the negotia- 
ms over convertibility may take 
ace at or in conjunction with the 
Bank and Fund meetings in Wash- 
ston next September. It seems safe 
that Mr Butler, 
ind himself too pressed by other 
natters to attend these meetings in 
will—if he is still 
Chancellor of the Exchequer 
them in 1954. 
What happens meanwhile? The 
dea that virtually nothing of conse- 


prophesy who 


either 1952 or 1953, 


gO to 


juence can be decided in the inter- 
1ational economic field until next 
March at the earliest, when the 
Randall Committee is due to report, 
as become commonplace. But the 
nited Kingdom cannot, after all, 
© a passive spectator. 


The Government have a plan of 


heir own to press; in certain ways 
they have not so far been too success- 
ful in pressing it. ‘Vhe difficulty lies in 
the fact that some temporary half- 
wavy house will be necessary between 
the present position of a substantially 
inconvertible sterling with discrimin- 
ation against the dollar and other 
hard currencies, and the final objec- 
tive of convertibility and 
crimination. 

The British convertibility plan is a 
little difficult to follow with its 
various formal ‘stages’ and its large 
apparatus of technical monetary 
detail. But the general nature of the 


non-dis- 
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final stage and the half-way stage are 
clear enough. The final stage in- 
volves convertibility of sterling, and 
no doubt of some other European 
currencies, coupled with the elimina- 
tion ol quantitative restrictions on 
trade, whether with the dollar area 
or with anybody else, under the aegis 
of the G.A.T.T. organisation. 

It is clear that the attainment of 
this ideal depends entirely on 
American policy. It is also clear that 
if it can be attained there is nothing 
in it that the United States would 
wish to argue about. But the ideal 
cannot be attained without an inter- 
mediate stage, and it is this inter- 
mediate stage that raises the diffi- 
culties. 


U.K. Plan’s Poor Reception 


According to the ideas which have 
been developed by the United King- 
dom Government, this intermediate 
would be a in which 
sterling would be convertible, in 
which sterling and any other con- 
vertible European currencies would 
no longer participate in the Euro- 
pean Payments Union, but in which 
the scheme for liberalisation of trade 
operated through the organisation 
for European Economic Co-operation 
would still remain in being. In 
quantitative controls over trade, dis- 
crimination would still be exercised 
against the dollar area even though 
sterling as such would be convertible 
into dollars. Non-discrimination in 
monetary exchange would go hand 
in hand with trade discrimination, 
and in the first place, at any rate, the 
removal of trade controls would still 
remain primarily within European 
limits. 

The idea of this intermediate stage 
has not been well received by any- 


stage stage 


body. To the Americans a scheme 
which still involves discrimination 








against dollar imports and dollar 
expenditure naturally has little ap- 
peal. To many European countries it 
seems it has still less appeal. Some of 
them feel certain that they would 
inevitably lose gold to Britain and 
to other countries with convertible 
currencies, and that they 
therefore be 


would 
compelled to restrict 
their imports of goods and services 
from the convertible countries. 
The United 


ment, fer contra, 


Kingdom Govern- 

think that there 
would be a tendency for other coun- 
tries to discriminate against the con- 
vertible 


countries, possibly even in 
order to gain gold and convertible 
currency, and accordingly they would 
want to see the 
trade 


continuation of a 
which 
would in effect guarantee that the 


liberalisation scheme 


convertible countries would not suffer 
from. discrimination 
selves. 


against them- 

The cleavage of opinion, and no 
doubt of practical interest also, is 
wide. The discussions which Britair 
has had with each of the European 
countries concerned have not served 
to narrow the gap appreciably, and 
the gap will be hard to bridge. It is 
certainly remarkable to see, consider- 
ing how sustained was the clamour 
for the convertibility of sterling over 
little tl 


liked the 


sO many vears, how 


e pros- 


pect of it seem to be 
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possibility. 


around t/ 


aiffit ulties. But it is clear that the 
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} Pat ty] 
fh in 70M and the Comm meeaith will 7 


There ts no easy wa) 


be handed a clear route to convertibility 
a plate. 

It will be necessary to try hard 
both by argument and by exampk 
to persuade the United States 
follow a policy which will make th 
convertibility of sterling and = non- 
discrimination possible to maintai 
and the pressure must be 


clearly 


exerte 
while the Ri 
Committee Is sitting so that the ] 


nad 
11) 


enough, i 
sritis 
point of view is made clear to tl 
For there 
no doubt that the Randall report wi 
influence Congressional and_ publi 


committee’s members 


opinion profoundly, even thoug! 
that opinion will have to be reckoned 
with as a separate force. 

The plan for the intermediate pro- 
cedure en route to convertibility will 
also have to be campaigned for in 
Europe. ‘The forthcoming Common- 
wealth conference, at 
which, no doubt, the reception of the 
Commonwealth plan by the United 
States and the European countrie 
will be fully discussed and the next 
steps fully debated, will itself havi 
some importance in this context. 
Meanwhile the vear that lies 
will be a period for the formulation 
and negotiation of policy changes, 


economk 


ahead 





moment it becomes a_ practical but not for the changes themselves. 
Correct I Truth About Britain’s Increased Productivity’, October number 1953 of 
Economic Dicestr, pa HOS. A letter fr Information Division of the Treasury re 

! t | | lauded ir le, prepared by them and reproduced by us. ‘TI 
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Keynes—and Keynesians—on 


Costs and Controls 


BY PER JACOBSSON 


[IN THEIR disparagement of orthodox 
views, many so-called Keynesians 
have gone much further than Keynes 
himself ever did, even in the mid- 
1930’s when he published his General 
[heory of Employment, Interest and 
Money. 

[his is particularly the case with 
regard to the question of costs. 

It is often said that economists 
used to lay too great a stress upon 
changes in cost, while unduly 
neglecting the importance of changes 
in effective demand. ‘The 
which Keynes, on'the other hand, 
laid on the dangers and difficulties 
which might result from a deficienc) 
n the volume of monetary demand doubt- 
less represents one of his main con- 
tributions to the theory of economics, 


stress 


and this stress was certainly most 
appropriate in the midst of the great 
depression. 

But it would be a mistake to be- 
lieve that because of this timely pre- 
occupation with the volume of de- 
mand Keynes regarded the relation 
between costs and prices as of only 
secondary importance. 

In The General Theory, it is evident 
that one of his main concerns is to 
bring about a balance between costs 
and prices. He knows full well that 
the entrepreneurs will expand their 
production only when their costs are 
covered by the prices paid for the 
goods they produce—this being in 
fact the basic principle of the free- 
economy system in which Keynes 
believed. 

Keynes wrote his book, at a time 


From Review, Skandinaviska 


when almost everywhere prices had 
been falling more sharply than ever 
before in peace-time, with the result 
that entrepreneurs in general were 
having difficulty in covering the 
costs of production. No wonder, 
therefore, that he reearded the 
restoration of a proper relationship 
between costs and prices as the 
primary task. 


Limits of Wage Stability 


For him the right way of achieving 
that goal was to raise prices by ex- 
panding monetary demand, and he 
believed that this mode of pro- 
cedure would be effective because he 
considered that, in general, workers 
would remain satisfied with their 
existing money-wage rates even if 
prices rose somewhat. On page 289 
he expressly considered the case of 
increasing employment when, up to 
a point, ‘the decreasing return from 
applying more labour to a given 
capital equipment has been offset by 
the acquiescence of labour in a 
diminishing real wage’. 

The followers of Keynes do not 
always make sufficiently clear their 
master’s views on the relationship 
between costs and prices and the 
stress which he laid on the need for 
accepting, at least temporarily, a 
somewhat lower real wage if a depres- 
sion is to be overcome. 

There can be no doubt as to the 
key position occupied in’ Keynes’s 
General Theory by the workers’ accep- 
tance of relatively stable money w ages, 
Indeed, according to Keynes’s sys- 


Banken, Stockholm, October 1953 
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tem, it is the stability of money-wage 
rates which gives stability to the 
value of money, and ensures that, 
once a depression has set in, a policy 
of full employment can_ be 
sidered a practical possibility. 

As already stated, Keynes seems 
to have thought that, while workers 
will strongly resist any reduction in 
their money-wage rates, they are 
likely to acquiesce in a continuation 
of the existing rates as lone as there 
is no appreciable rise in the cost of 
living. Whether this is a_ realistic 
view at a time of strong labour-union 
influence is another matter; nowa- 
days, the workers follow closely the 
month-to-month changes in the cost- 
of-living index. 


Ccon- 


Techniques of Balance 


Keynes himself did not rely on 
‘controls’ to achieve the objectives 
he had in view—the word ‘control’ 
does not appear at all in the index to 
the General Theory. As has already 
been pointed out, his system took 
shape in the midst of the great 
depression, 7.e. at a time when mass 
unemployment was likely to act as a 
deterrent to any sharp increases in 
money wages. But whatever may be 
the influences affecting the earnings 
of labour, it is important to remem- 
ber exactly what Keynes’s attitude 
was in this matter. 

Clarity on this point is particularly 
desirable, for if there should be 
another considerable decline in busi- 
ness activity, it is to be expected that 
the authorities would then intervene 
in order to counteract any marked 
increase in the unemployment figures. 
Quite properly, attention would 
then be directed again to the need 
for maintaining the volume of effec- 
tive demand—and it is probable that 
once more the suggestion would be 
heard that the best way of keeping 


up demand is to increase mone 
Wages. 

lhe adoption of such a suggestio: 
would, however, be contrary to 
Keynes’s recommendations. His mai: 
concern was to restore a proper 
balance between costs and _ prices 
and he wanted this to be done b 
means of an increase in the demand 
for goods and services brought about 
in ways which would not lead to an 
increase in costs. In other words, hi 
considered that balance could best 
be restored by an expansion of credit 
not accompanied, while the depres- 
sion remained acute, by any increase 
in money wages. 


Distorted Views 


When interested parties quote 
Keynes in support of the policie 
which they wish to see pursued, 
there is a danger that those element 
of his system which appear par- 
ticularly attractive (for instance, the 
expansion of credit) will be em- 
phasised, while other elements (such 
as the moderation in the raising of 
wages) are conveniently forgotten. 

One may ask why so many of the 
latter-day Keynesians are apt to dis- 
regard the need for a balance be- 
tween costs and prices. One explana- 
tion may be that they have become 
so preoccupied with the maintenance 
of effective monetary demand, es- 
pecially demand for consumer goods, 
that this consideration takes _pre- 
cedence over everything else. They 
are thus inclined to look upon a 
redistribution of income in favour of 
the wage-earners precisely from the 
point of view of the sustaining effect 
which it is believed to have on the 
volume of domestic demand without 
paying adequate attention to the 


effects of an increase in the cost of 


production on the remunerativeness 
of business. 
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KEYNES ON COSTS AND CONTROLS 


In the U.N. report on National and 
nternational Measures for Full Employ- 


ent, there is not the slightest hint of 


the possibility that a deficiency of 
as distinct from monetary 
might force the individual 
restrict the volume of 
nvestment and that this might cause 


‘savings 
lemand 
countries to 


considerable reduction in the 
volume of employment. 
In the great depression of the 


g30s it might have been permissible 
that an in the 
ational income brought about by a 
credit expansion would 
itself, up to a point, lead to an 
that 
time there were countries which had 
to obtain capital from abroad. An 
examination of the records of the past 
that there have never been 
than six or 


assume increase in 


YOrOUS 


ncrease in saving, but even at 


reveals 


more seven countries 
possessed of a sufficiently strong flow 
of savines to be able to make net 
foreign investments. 

It is important in a depression not 
only to avoid measures which increase 
he costs of production but also to 
refrain from any action which would 
weaken the will to Vhis is 
especially true from the point of view 
f labour: for it is, in 
hen a large volume of investment 


is based on genuine savings (inflation 
that a rise in 


Save. 


particular, 


having been avoided 
money wages can lead to an improve- 
ment in real wages. 
Imported Depression 

The in The General 
Theory is based on the premise of a 
‘closed economy’ and consequently 
no particular attention is devoted to 
the problems which arise when a 
depression is ‘imported’ from abroad. 
(he ‘international complications’ 
which could result from Keynes’s 
employment policy are not examined 
at all in this work. 


reasoning 


~ 


Si) 


Now that a return to currency 
convertibility is beginning to come 
within the sphere of practical politics, 
the the 
liquidity of the international mone- 
lary very real. Certain 
international aspects of the policy of 
employment have been considered 
by a second group of United Nations 
experts, which published thei report 
in 1951. In general, their analysis of 
problems involved has_ been 
regarded as more realistic 


need for strengthening 


system 1s 


the 
than that 
of then predecessors. 


Now, 


been reached. ‘The present need is 


however, a further stage has 
not so much for expert investigation 
as for a consideration by the com- 
petent authorities in the differen 
countries of what practical steps can 
be taken to ensure a higher degree of 
monetary and economic stability 
than the world has enjoyed during 
the nearly forty years which have 
passed since the outbreak of the first 
world war. 


Keynes Changed his Mind 


For some years after the 
1929 Keynes most concerned 
lest his country should once more 
find itself tied to the volatile econo- 
my of the United States, but during 
the war he would seem to have 
changed his mind, and in his famous 
article in The Economic Journal pub- 
lished posthumously in 1946 he 
appeared more ready to accept the 
implications of an_ international 
monetary system and of multilateral 


crisis of 


Was 


trade. This change of attitude was 
no doubt due to a belief that the 
United States had become more 
willing and more able than had 


previously been the case to keep its 
domestic economy reasonably stable 
and to pursue a less restrictive policy 
with regard to foreign trade. 


While in The General Theory 











538 ECONOMIC DIGEST 


Keynes considered only the case of 


the ‘closed economy’, he dealt at 
length with the problems of inter- 
national relations in the article (just 
referred to) on The Balance of Payments 
of the United States, published two 
months after his death. 

It was during the negotiations 
which he conducted with the United 
States in the years 1942 to 1945 that 
Keynes became more and more 
interested in the questions of foreign 
trade and international settlements; 
and as is well known he came to take 
a distinctly optimistic view of the 
prospects of establishing and main- 
taining a lasting equilibrium be- 
tween the United States and the rest 
of the world. Naturally, he looked 
around for safeguards which would 
increase the chances of a safe return 
to multilateral trade, and in this 
connection he referred particularly 
to the Bretton Woods institutions, 
with the establishment of which he 
had been so closely connected. 


Heart not in Controls 


Essentially, however, his faith was 
founded on the view that ‘there are 
in these matters deep undercurrents 
at work, natural forces, one can call 
them, or even the invisible hand, 
which are operating towards equili- 
brium’—and here again he turned 
his attention to the probable de- 
velopment of ‘demand’ 
‘costs’. Pointing especially to the fact 
that ‘the United States is becoming a 
high-living, high-cost country be- 
yond any previous experience’, he 
asserted that this state of affairs 
would make it possible for the 
classical medicine to take effect, and 
in this medicine he would naturally 


and of 


include the ordinary means of mone- 
tary policy. 

He did not exclude other measures 
he admitted that one would ‘need 
quicker and less painful aids 
which exchange variation and overall! 
import control are the most impo: 
tant. But in the long run these ex- 
pedients will work better and we shall 
need them less if the classical medi- 
cine is also at work.’ His heart wa 
not in controls; he remained all h 
life a believer in the advantages of an 
economy in which individual initia- 
tive and private enterprise would | 
able to make their valuable contri- 
butions. 

It is not the purpose of this article 
to discuss what should be done ¢ 
prevent a recurrence of mass unem 
ployment. There is not just on 
remedy but several, depending upon 
the nature of the unemployment in 
each particular case. It should, at all 
events, be recognised that the worl: 
will never again tolerate unemploy- 
ment on anything like the scale of 
that which was such a_ terrible 
scourge during many of the years of! 
the inter-war period. 


Justice to Keynes 


It should also be recognised a 
important that the opinions expressed 
by such an influential economist a 
Keynes should be properly inter- 
preted in order to avoid grave mis- 
conceptions regarding the _ policies 
which he advocated. This is all the 
more important now that the long 
drawn-out post-war inflation is at 
last becoming a thing of the past and 
that policies, therefore, have to be 
based once again on the assumption 
that the value of money will remai 
relatively stable. 
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BY [THE Rr Hon. Lorp BEVERIDGE, K.C.B. 


[ue Beveridge 


Report on Social 
[Insurance and Allied Services is 
already nearly eleven years old. The 
o National Insurance Acts of 1946 
hich with a few differences gave 
eneral effect to the Report, have 
een in operation for more than 
ve years. ‘The working of these Acts 
likely to be much under discussion 
in the coming year. 
thine the Government 
have realised the growing burden 
which provision for old age is likely 


Fo yr one 


) place upon the country in view of 


he growing proportion of older 
people in the population. On its 


present basis, the National Insurance 


Fund has shown a small surplus of 


income over expenditure. From next 
vear onwards it will have expenditure 
in excess of income, the deficit rising 
rapidly until twenty-five years hence 
it is expected to be more than £400 
millions a year. 
Burden of Pensioners 

There is nothing surprising in this; 
it was all foretold in the Beveridge 
Report which, as one way of lighten- 
ing the burden, proposed that pen- 
sions henceforth should be paid only 
on retirement from regular work and 
that inducements should be given to 
postpone retirement. 

For another thing, under section 


10 of the National Insurance Act of 


1946, the Government are required 
next year to review all rates of bene- 


fit in relation broadly to the cost of 


living and to changes to the cost. It 
is clear already that, through the 
continual rise in the cost of living, all 
benefit rates other than those for 
industrial injury are below subsis- 


tence level. They will be faced by the 
need either to abandon the subsis- 
tence principle in social insurance— 
the central and most popular feature 
of the Beveridge Report—or to find 
somehow from general taxation or 
by raising insurance contributions 
very large additional sums for social 
insurance. The sum involved might 
be £150 millions or even more. 


Rotting Value of Money 


This problem also is not unexpec- 
ted. It was discussed in 1944 in Full 
Employment in a Free Soctety. There the 
possibility that full employment 
might lead to a spiral of rising prices 
destroying the value of money was 
faced frankly. 

There is no inherent mechanism in 
our present system which can with 
certainty prevent competitive sec- 
tional bargaining for wages from 
setting up a vicious spiral of rising 
prices under full employment. The 
remedy does not lie in going back to 
unemployment; it must be found by 
re-examining our present machinery 
for determination of wages. For each 
industry to insist under full employ- 
ment on fixing its money wages for 
itself without reference to any author- 
ity of wider scope, threatens by com- 
petitive raising of wages to destroy 
the value of money. Old ways of 
thinking and acting are being ap- 
plied to new conditions in which 
they can lead only to disaster. 

+ * * 


The Beveridge Report of 1942 on 
Social Insurance was not a plan of 
the State doing everything for every- 
body. Its aim was by State action to 


From Address, National Union of Manufacturers, London, October 15, 1953 
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establish a minimum below which 
no one need fall, and by avoiding 
means tests to leave all men free and 
responsible for planning and manag- 
ing their own lives above the mini- 
mum. It did not assume or suggest 
that individuals need do nothing to 


help one another. It was followed 
only a few years later by another 
book on Voluntary Action, illus- 
trating how much would remain t 
be done by self-help and by mutual 
help to make the kind of society we 
all desire. 


VENEZUELA’S AGRICULTURAL BANK 


Tue Agricultural and_ Livestock 
Bank of Venezuela, founded in 1928 
as an official agency of the Govern- 
ment, initiated its activities with 
only 30 million bolivares. Now twen- 


ty-five years later, it has a capital of 


177 million bolivares ($53 million 

But in between these two dates, the 
3ank saw some hard times. From 
1930 to 1936 its activities were al- 
most completely paralvsed for lack 
of capital and the difficulty of making 
collections. Since then the Bank’s 
by-laws have been modified several 
times so as to expand its operations 


and to facilitate the granting of 


credits. Last year, a new contribu- 
tion of 12 milllion bolivares ($3.6 
million) from the = state greatly 
helped the Bank to widen its field 
of operations. 

During the last four years, the 
Agricultural and Livestock Bank has 
granted loans on an annual average 
of 100 million bolivares ($30 million 
These loans go for such things as 
agricultural machinery, land im- 
provement, seeds and many other 
items. 

The savings department of the 
Agricultural and Livestock Bank 
have been constantly growing, and 
at the present time, savings deposited 
with the Bank by 50,000 persons 
amount to 80 million bolivares ($24 
million 

The Bank also undertakes to buy 
certain agricultural products. This 
practice originated in 1939, when 


the European markets were lost t 
exports of Venezuelan coffee and 
cacao. To some extent, the coffe 
industry in Venezeula was saved by 
this procedure, as the Bank bought 
the entire 1941-42 and 1942-43 ex- 
port crops. Since then, no more 
coffee has been bought, as export 
have again picked up. Today, the 
Bank will buy the entire domesti 
production of paddy rice, then mill 
and store it and undertake its dis- 
tribution throughout the country as 
the necessity arises. In 1952, the 
BAP bought 35,863 metric tons of 
rice. Also bought on a large scale 
are cattle for slaughter and, to some 
extent, slaughtered animals dressed 
for food. Around 200 head of cattle 
are slaughtered daily in the Bank’s 
Maracay plant and sent to metro- 
politan Caracus and Aragua State. 
Last year 28,947 head were bought at 
11,700,000 bolivares, as 


well as 2,952 metric tons of meat fo: 


a cost of 


sale, costing 7;400,000 bolivares. 


Recently the Bank undertook to 
buy the entire crop of tonka beans. 
One other important crop bought in 
quantity by the Bank is cotton. 


The Bank is today the exclusive 
importer of rice and sugar, but from 
time to time it imports other items. 
It owns 200 other installations such 
as a network of silos, rice drying 
plants, slaughter houses, cold storage 
depots and warehouses, as well as a 
fleet of trucks. 


From Venezuela Up-to-date, Venezuela Information Service, September 1953 
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Adequacy of Monetary Reserves 


Conclusions of Important I.M.F. Study 


THREE points must be taken into 
account in any discussion of the 
adequacy of monetary reserves: 

1) Monetary reserves are meant 
to take 


favourable and 


care of swings between 


unfavourable pay- 
ments positions. They are meant to 

ver recurrent balance of payments 
deficits that are temporary in char- 
acter. No amount of monetary 
reserves is sufficient to finance a 
permanent disequilibrium in a coun- 
try’s balance of payments. 

2) The magr 
tary reserves of a given country tends 
both to affect and to be affected by 
that country’s domestic fiscal and 
nonetary policies. The interaction 


utude of the mone- 


vetween reserves and_ policies is 

the more important the 
1 ] c 

role played by external trade in the 


economy of the country concerned. 


tronger, 


Rigorous fiscal and monetary policies 
tend to increase monetary reserves; 
positions make the 
fiscal and monetary 


policies possible. When world infla- 


strong reserve 


relaxation of 


tionary and world deflationary forces 
are in balance, this interaction is 
titania! 1 helns bot! Set 
penencial anc 1eips potn to promote 
ound policies and to achieve and 
maintain a viable distribution of 
monetary reserves throughout the 
trading world. When world infla- 
tionary forces are in the ascendancy, 
substantial accretions to world mone- 


tarv reserves tend, through their 


interactions with policy, to increase 
these forces. The foregoing should 
not be taken to imply that increases 
in reserves are per se undesirable even 
during periods of world inflation. 
Countries should be on guard in such 


situations, however, against relaxing 


From I.M.F. Staff Papers, 


their fiscal and monetary policies so 
far as to intensify domestic inflation- 
ary pressures. 

3) A world-wide distribution of 
monetary reserves in accordance 
with the apparent need for them is 
incompatible with the yet more 
fundamental consideration of the 
distribution of the real resources of 
each country in accordance with the 
highest priority for their use. If the 
monetary reserves of the world were 
completely redistributed in accord- 
ance with apparent need, they would 
re-redistributed, as each 
country would soon (quite properly) 
rearrange the changed amount of 
disposal in 
accordance with its scale of prefer- 
In such a re-redistribution, 
wealthy or less dynamic countries 
would soon reacquire reserves which 
they either desired or merely accep- 
ted passively, but which, in any 
event, they could hold without 
sacrificing other deeply felt needs, 
while poorer or more dynamic coun- 
of part of 
their reserves in 
exchange for other types of real re- 
i needed more 


soon be 


real resources at its 


erices. 


tries would soon dispose 
newly acquired 
sources which they 
urgently. 

It is a corollary of the first of these 
points that the subject of reserve 
adequacy can be discussed meaning- 
fully only on the assumption that 
countries which have not already 
done so adopt policies adequate to 
balance their accounts over a normal 
economic cycle. Upon the assump- 
tion that countries adopt such poli- 
cies, the following four categories or 
standards of reserve adequacy are 
distinguished: 


Washington, October 1953 








(a) Enough to enable a country in 
bad years, by resort to restrictions, to 
maintain its external debt payments 
and to purchase the goods and ser- 
vices necessary to avoid hardship to 
its population or dislocation to its 
economy and the possible emergence 


of an exchange crisis, i.e., to permit 


a reasonable distribution over time of 


the payments which it can afford to 
make over the entire cycle; 

(b) Enough to maintain currency 
convertibility, barring a severe de- 
pression, but with occasional neces- 
sity to resort to trade and exchange 
restrictions for balance of payments 
purposes ; 

) Enough to maintain currency 
convertibility, barring a severe de- 
pression, but without the necessity for 
occasional resort to trade and ex- 
change restrictions: 

(d) Enough to maintain currency 
convertibility, even through severe 
depressions (but not through pro- 
longed periods of international defla- 
tion such as occurred in the thirties), 
without either the necessity for 
occasional resort to trade and ex- 
change restrictions or the necessity 
for resorting to domestic deflationary 
policies for the purpose of restraining 
imports, even if this involves a sub- 
stantial drain on reserves. 

The determination of the ‘ade- 
pon category into which any 
coun falls, assuming that it meets 
the ssid eres condition of pay- 
ments balance over a normal cycle, 
is a matter of judgement. It is prob- 
able, however, that almost all coun- 
tries, assuming the 
appropriate policies, would qualify 
for category a, many would qualify 
for category b, some would qualify 
for and a few would 
qualify for category d. 

In determining the 
gory 


category ¢, 


adequacy cate- 
into which any country falls, 


adoption of 
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account should be taken of the 
availability of the resources of the 
Fund to extend temporary assistance 
to member countries which have 
achieved a fundamental payments 
balance. The provision of funds for 
the objectives indicated above—..e., 
the avoidance of sharp declines in 
imports not required by a country’ 
fundamental payments position, the 
maintenance of currency converti- 
bility, and the avoidance of restric- 
tlons—is in accordance with the 
purposes of the Fund. Assistance 
from the Fund in carrying out these 
purposes should, therefore, enable 
member countries to meet thei 
reserve needs more effectively than 
would be possible on the basis of 
their own reserves alone. The role of 
the Fund in times of depression 
presents special problems which will 
now be considered. 


Reserves to combat depression 


None of the adequacy categories 


just discussed implies that a country 


would be able to endure a prolonged 
period of world deflation without the 
imposition of exchange restrictions 
implying at least a severe limitation 
on convertibility. However, has 
already been suggested, this would 
scarcely be a fair test of reserve ade- 
quacy. Just as, at one end of the spec- 
trum, the subject of reserve ade- 
quacy does not become relevant 
unless the country itself is pursuing 
appropriate policies, so, at the other 
end, no country can be expected to 
maintain reserves sufficient to sustain 
free and nondiscriminatory multi- 
lateral trade in the face of world-wide 
deflation. 

The experts’ report, Measures for 
International Economic Stability, assumes 
that protracted depressions will be 
avoided by appropriate domestic 
measures, but that the U.S. economy, 





e 


} 


ven O 


rgorou 


ibject 


which 

need st 
mainta 
pi jlicies 


om tl 
g 0 


preven 
the e 


event ¢ 


states 
init eptu 
volving 
tion of 
as tha 
pressio 
world 
reserve 
maint 
from t 
those 
this, 
billion 
panyll 
accou 
states 
capita 
states 
mate 
On resi 
vent t 
assum 
reasol 
tions 
pessin 
igate 
cism ¢ 
sion | 
not, 
Ing th 
Anti- 
Th 
implhi 
What 
reser 
vent 


to 


for 
eS 
be 
HC 





ADEQUACY OF MONETARY RESERVES 543 


even on the assumption of a fairly 

orous anti-deflationary policy, is 
subject to short, sharp shocks, during 
vhich the rest of the world would 
need substantial reserves in order to 
maintain domestic anti-deflationary 
policies and a volume of imports 
from the United States correspond- 

g to such policies, and thereby 
prevent the spread of the depression. 
[he experts estimate that, in the 
event of a depression in the United 
States lasting for two years from its 
inception to its conclusion and in- 
volving a fall in industrial produc- 
tion of the same relative magnitude 
as that which occurred in the de- 
pression of 1937-38, the rest of the 
world would need to draw on its 
reserves to the extent of $8 billion to 
commodity 


maintain its imports 


from the United States at the level of 


those in the first half of 1951. To 
s, the experts add another $2 
lion to cover anticipated accom- 
panying declines in invisible current 
iccount payments by the United 
States and in private’ long-term 
capital from the United 
States, and come up with an esti- 
mate that a total drain of $10 billion 


on reserves would be necessary to pre- 


thi 
bil 


outflow 


vent the spread of a depression of the 
assumed magnitude. There is some 
reason to suppose that the assump- 
tions of the experts may be unduly 
pessimistic. But they will not be inves- 
igated here, as no quantitative criti- 
cism of them would alter the conclu- 
sion of this paper that reserves are 
not, in general, adequate for combat- 
ing the spread of a severe depression. 


Anti-Depression Programme 


There are two essential questions 
implicit in the experts’ report: 
What actions in the field of monetary 
reserves should be taken now to pre- 
vent the spread of future depres- 


2 


sions? (2) What actions should be 
taken when and ifa depression starts ? 

In regard to the first, it would 
appear desirable for countries to 
increase their reserves to the extent 
that is possible and consistent with a 
progressive relaxation of trade and 
exchange restrictions and the main- 
tenance of internal financial stability. 

When analysis shows clearly that 
a depression is developing, it should 
be dealt with promptly by measures 
directed toward the maintenance of 
an adequate level of effective de- 
mand. Demand should, of 
maintained on both the national and 
the international level. ‘The measures 
taken to ensure its maintenance 
should be primarily positive, and 
not merely defensive, in character. 
The essentially defensive cha 
of supplementary reserves obtained 
with firm assurances of repayment 
in the short-term or medium-term 
future has already been pointed out. 
Defensive measures are important, 
however; and, in order to prevent 
small depressions from growing into 
large ones, such supplementary re- 
serves should be supplied early, on 
liberal terms, and_= in 
amounts. In the event of a severe de- 
pression, additional means for main- 
taining demand at the international 
level might be required, and it may 
be expected that the Fund would 
consult with its members on the 
desirability of additions to its re- 
sources and would consider possible 


‘course, be 


‘acte! 


adequate 


*hanges in its modes of operations to 
meet the emergent situation. But 
primary reliance for the avoidance 
and cure of depressions must be 
placed upon appropriate measures 
at the national level, especially in 
industrial countries. 

The study from which these conclusions are taken 
is important and is made available ‘For Reference’ 


on page Sb+4. 
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Achievements of Monetary Discipline 


BY E. M. BERNSTEIN 
Research Director, International Monetary Fund 


CHANGES that have occurred in the 
world economic situation since 1950 
and 195! are striking. 

While these changes have occurred 
in a period when there was a revival 
in the use of monetary policy, it is 
not possible to attribute all the 
changes that have taken place to the 
use of such measures. 

The boom in raw materials prices 
that began with the Korean War 
would in any case have come to an 
end when there was wider realisation 
that the fears of raw material short- 
ages were unfounded. ‘The large 
dollar deficit of July 1951 to June 
1952 would sooner or later have had 
to be reduced, since countries could 
not continue to draw down reserves. 
Nevertheless, monetary policy pre- 
vented even greater distortions and 
facilitated an orderly return toward 
stability. 


Weapon in Action 


Without imputing entirely to 
monetary policy the greater internal 
and external stability of the past 
two years, it is worth noting what 
these achievements are. Wholesale 
prices reached a peak in most coun- 
tries from March 1951 to January 
1952 and have since receded nearly 
everywhere. In general, the turning 
point came earlier in the raw 
materials countries with sound mone- 
tary policies and in the industrial 
countries that took strong measures 
to restrain credit in very 
early in 1951. The turning point 
came later in countries heavily de- 
pendent on imports, in which domes- 
tic prices lagged behind spot prices 


> 


1950 or 


of foodstuffs and raw materials in 
export markets. The turning point 
also came later in industrial coun- 
tries that delayed taking action to 
restrain credit until the summer o! 
1951 or later. 

The relation of monetary policy to 
the payments position of countrie 
is equally striking. The rest of the 
world paid $2,700 million of their 
reserves to the United States from 


July 1951 to June 1952. It could add 


only $2,100 million to its reserves as 
a consequence of transactions with 
the United States from July 1952 to 


June 1953, including American aid. 


Raw materials countries that applied 
restraining monetary policies in 1950 
and 1951 were able to retain a con- 
siderable part of the reserves they 
accumulated during the boom. In- 
dustrial with effective 
monetary policies were able to build 
up reserves during the period of the 
Korean boom and to retain these 
reserves after the boom had termin- 
ated. The industrial countries that 
lost reserves in 1950 and 1951 and 
then took effective monetary meas- 
ures showed large gains in their 
monetary reserves early in 1952. 


countries 


Payments Problem 


Monetary policy also contributed 
to a solution of the payments prob- 
lem in other ways. 

(1) Monetary restraints came just 
in time to prevent costs from rising to 
levels that would have impaired the 
capacity of some countries to com- 
pete in world markets. Countries 
that made prompt and vigorous use 
of monetary policy have price and 


From the Revival of Monetary Policy, International Monetary Fund, Washington, September 11, 1953 
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ost levels very close to those of the 
major dollar markets. 

2) Economic readjustments have 
been induced by monetary measures 
which will continue to help in the 

ution of the payments problem. 
(here is one characteristic of mone- 
tary policy which makes it transcend 
in effectiveness any direct controls. 
Monetary policy is pervasive; it acts 
m the whole economy. In contrast, 
controls must always be stricter than 
the need for the restrictions they im- 
pose because excess demand re- 
trained at one point flows over or 
breaks through at innumerable other 
points. 

3) ‘The use of monetary policy in 
recent years has strengthened con- 


fidence in currencies. It can no 


longer be assumed that the value of 


money 


vill move uninterruptedly in 
one direction—downward. People 
are again encouraged to save and to 
keep their savings in national cur- 
rency, instead of seeking refuge in 
old and dollars. 


Inflation and Payments 

The experience of the past three 
vears shows that monetary policy 1s 
in indispensable part of any pro- 
ramme for dealing with the pay- 
ments problem. Any country that 
inflation, however mild, can streng- 
then its payments position by ending 


the inflation. And as_ persistent 
inflation must ultimately raise prices 
and costs, a country that fails to deal 
with its inflation problem will in 
time undermine the exchange rate 
for its currency. A very considerable 
part of the payments problem that 
confronts the world today has its 
origin in a persistent current infla- 
tion and in the accumulated effects 
of the inflation of the past. 


Need for Other Measures 


‘There is a mistaken view that it is 
not the absolute degree but only the 
relative degree of inflation which 
affects a country’s payments. ‘This 
seems to mean that if all countries 
have an equal degree of inflation, sa 
an equal proportionate excess of 
demand over current output, pay- 
ments will somehow be in balance. 
Even if the rest of the world has the 
same degree of excess demand as the 
United States, it may very well be 
confronted with a dollar 
payments problem. That is because 
not all countries respond equally to 
inflation either in their export-im- 
port trade or in their price-cost 
structure. Any inflation is a threat to 
the balance of payments of a country 
with a weak payments position. 

Monetary policy cannot, by itself, 
solve problems which have their 
origin in other forces affecting the 


serious 


Central Bank Discount Rates of Selected Countries 


Vf un ~—- Present 

1950-53 Rate 
MUNEVES docs cece 6 5 
BOI 6606 sacs. . webo } 
Canada.. é 2 
Denmark....... ere .5 
Pinlan?s .icccccascs. ; 7.75 5.75 
PYANCE . ccccsceses } 5 
CSOMMBRY cccivccscecisne O 3.5 
Piietieec ss acc tc Ast ues 3.5 5 
BERG te dtecicet pa oaeataaats } 4 
PAN csi conavertcesveens 5.84 5.84 


Maximum Present 

] 150-53 Rate 
Netherlands , t y Bs 
Norway ad HPs 2.5 
POStu@al.«.cccscicces ys 2 
Spain.. pay were t | 
Sweden sr } 3 
Switzerland .......... Pon a 
Turkey ...... ia; } 5 
Union of South Africa 4 4 
United Kingdom...... 4 3.5 
United States.........c0 2 2 


From Monthly Letter, National City Bank of New York, October 1953 
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international economic position of a 
country. It cannot solve payments 


problems arising from a loss of 


important export markets. It cannot 
solve payment problems arising from 
the loss of major import sources. 
These are problems that require 
fundamental changes in the structure 
of the world economy and in the 
pattern of world trade. Whatever the 
solution, it can in the end be applied 


only in an environment free of 


inflation, in which monetary policy 
encourages the adaptation of the 
economy to its real international 
economic position rather than freez- 
ing it to a pattern suited to the past. 

Much has been done with mone- 
tary policy in the past three years. 
More can be accomplished by a 
vigorous use of monetary policy in 


the future. The greatest barrier to ai 
effective monetary policy has prob- 
ably been ide ological in character. It 
is a mistake to assume that ful 
employment and economic develop- 
ment must be based on inflation 
Economic adjustment with stabuilit 
is more likely to result in high level 
of employment and rising standard 
of living than a policy of unlimited 
credit bolstered by controls. Ke 
nomic development with stabilit 
more likely to create broader work 
opportunities and more efficient 
methods of production than a poli 
of inflationary financing of invest- 
ment. Governments are now begin- 
ning to understand this. That is wh 
there is more reason for optimism o1 
the payments problem than at any 
time since the end of the World Wan 


U.S. FOREIGN INVESTMENTS (continued) 


$217 million; and Germany, $2 
million. Investments in Western 
European dependencies increased 
from $155 million to $435 million 
between 1943 and the end of 1950 

Investments in the contiguous or 
neighbouring areas of Canada, Mex- 
ico and West Indies fell from over 50 
per cent of the total in 1929 to 4o per 
cent in 1950. A vigorous flow of new 

capital, directed mostly to petroleum 

and manufacturing enterprises, in- 
creased investments in Latin America 
by 75 per cent from 1943 to 1950. 
During the same period, American 
investors poured $1,200 million into 
Canada. 

Investments in the free countries 
of Africa, Asia and Oceania rose by 
$1,028 million during the seven 
years ending 1950. The heavy capital 
movement into the areas raised the 


investment ratio to II per cent of the 
world total. American interests were 
largest in the Arabian states where 
most of the money was invested in 
development of oil resources. 

The value of direct investments in 
Asia rose from $403 million in 1943 
to $1,044 million in 1950. During the 
same period the growth in Africa 
was from $129 million to $353 mul- 
lion; in Australia from $114 million 
to $200 million; and in the Philip- 
pines from $75 million to $149 mil- 
lion. 

Book values used in the survey are 
considerably lower than the market 
value of the investments since the 
fixed assets are entered at the original 
value. The market values would re- 
flect the sharp rises in prices and 
costs since the acquisition of most 


assets. 
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£14,000 Million 


Direcr American investments 
broad totalled over $14,000 million 
at the end of 1952. U.S. investments 
overseas rose steadily from $4,000 
million in 1920 to $11,800 million in 
1950. 

investors 
iveraged million 
annually during the 1946-52 period, 
and $630 million a year was re- 
invested in the foreign enterprises as 


Income earned by U.S. 


about $1,200 


new capital. In addition, approxi- 
mately $500 million a year In earn- 
ines was retained abroad by foreign 
ubsidiaries; this in effect constituted 
further new investment. 

Further, countries as a whole 
receive a substantially larger amount 
of dollars capital 
invested in these companies, from 


hese companies’ sales to the United 


from the new 


States, and from the substitution of 
goods which 
would ordinarily be imported from 
the United States. 

Foreign countries in 1950 also de- 
rived slightly more than 
million in from income 

direct-investment 


local production for 


$1,000 
revenue 
taxes on U.S. 
enterprises. Other types of taxes and 
payments provided more 
direct forms of revenue. ‘These 
revenues made possible many eco- 
nomic and other developments which 
could not otherwise be carried out. 

The direct-investment companies 
are an important stimulant to local 
savings, not only through their own 
operations, but also by providing for 
a part of the population an income 
large enough to permit a volume of 
savings which can be turned to pro- 
ductive investment. 


U.S. Foreign Investments Total: 


From U.S. Department of Commerce Survey, Washington, 





at end of 1952 


Direct investment abroad increased 
$3,900 million in the years 1943- 
1950. About 80 per cent of this new 
investment was in the Western 
hemisphere and the remainder con- 
centrated chiefly in the Middle East. 
The petroleum industry attracted 
half of the new capital and manufac- 
turing developments accounted for 


about 40 per cent. 


Distribution of Investments 


The following area distribution of 
U.S. investments are noted at the end 
of 1950: Latin America, $4,700 mil- 
lion; Canada $3,600 million; Europe 
$1,700 million; Africa, Asia and 
Australia, $1,800 million. 

Some $3,800 million was invested 
in manufacturing; $3,400 million in 
petroleum; $1,400 million in railways 
and public utilities; $1,100 million 
in mining; $600 million in agricul- 
ture; and $1,500 million in all other 
fields. 

Investments in Europe changed 
very little between 1943 and 1950, 
but dropped from 23 per cent of the 
total to nearly 15 per cent as most of 
the new American capital flowed into 
other areas of the world. However, 
during this period $500 million was 
re-invested in European enterprises. 
In 1950 alone new investments in- 
creased by more than $270 million. 

Investments in Great Britain in- 
creased from a ratio of one-third of 
the total in Western Europe to one- 
half in the seven-year period ending 
1950. Other countries with large 
American investments were France, 


concluded opposite 


October 21, 1953 
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Capital Development in Britain 
POST-WAR YEARS 1948-1952 


SincE the end of the war the need for 
capital construction—to repair the 
damage and wastage of war, to over- 
take arrears of housing, modernisa- 
tion of industries and so forth—has 
been on such a scale as to call for 
measures of control and direction 


criginally devised to serve the ends of 


national defence. The broad purpose 
has been to steer the use of capital 
according to officially-determined 
priorities, while restricting the de- 
mand for resources so as to hold back 
inflationary pressure. 

The control measures have had, as 
one effect, the direction of a high 
proportion of capital investment into 


\ 


® i] 
The fundamental problems of capital 
finance are still with us: how to 
incre ase the real v¢ lu me of capital 
investment, particularly in produc- 
tive assets; how to 


} 
/ 


enlarged % 


finance an 
lume of investment with- 
out provoking inflation or enforcing 
permanent controls; and how to 
make a full flow of risk capital 
available for new enterprise as well 
as for undertakings already firmly 
established. 


@ 2) 
public projects, including housin 
and basic industries brought into 
public ownership since the war. 


(1) Allocation of Resources 


The proportion of the national in- 
come devoted to capital purposes has 
been about 13 or 14 per cent in each 
of the past five years. As the national 
income itself, after eliminating 
changes in the value of money, in- 
creased by about one-tenth during 


these years, the actual amount of 


capital development was also gradu- 
ally increasing. Compared with 1938, 
the only pre-war year for which com- 
parable figures are available, the 
figures cited represent a slightly 
higher proportion of the national 
output, while the amount of real 
resources devoted to capital purposes 
has probably increased by at least 
one-quarter. 

Here an important qualification 
of the figures must be noted. They 
refer to the gross total of capital 
works, excluding only current repair 
and maintenance costs. It is not pos- 
sible to say, over the whole field, to 


From Midland Bank Review, 


what extent the gross total of capital 
outlay has exceeded depreciation 
and wastage of existing assets—that 
is, the extent of the net addition to 
the country’s stock of capital re- 
sources. Some piecemeal indications, 
however, are mentioned below. 


Industry: Housing: Public 
Services 

It is instructive to divide the total 
outlay roughly into two parts: that 
which has been devoted to what may 
be termed economic purposes 
directly productive capital—and that 
which has been applied to social ends, 
such as educational facilities and 
housing. 


Rather more than two-thirds of 


the total capital formation during 
the period went to ‘industry and 
trade’, whether in public or private 
hands; housing accounted for fully 
one-fifth; and the remaining one- 


London, November 1953 
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tenth was absorbed by building and 
works for educational and _ other 
social and public services, such as 
health and drainage. The share of 
industry and trade in new building 
and works was rather less than two- 

fths of the total, but they absorbed 
virtually the whole of the new plant 
and equipment. 


Breakdown of Figures 


Even with the concentration of so 
large a share of resources upon the 
provision of housing, the rate of con- 
struction of new permanent houses 
has been only about half of that re- 
corded during the housing boom in 
he years immediately before the 
war. Moreover, the number of 
houses officially regarded as unfit for 
living in is now of the order of two 
millions, while new construction has 
been increased from roughly 200,000 
to about 300,000 houses or flats a 
vear. 

Over the whole field of industry 
and trade, new buildings and works 
have comprised only about 
quarter of the total construction, 
roughly one-half having taken the 
form of plant and machinery and the 
remaining quarter of transport facili- 
ties, including ships and aircraft. 

In the more limited sphere of 
manufacturing industry, plant and 
machinery have been even more 
dominating. It has been stated that 
during 1948-51 investment in manu- 
facturing industry was considerably 
greater in real terms than in pre-war 
years, and that some industries 
such as chemicals, electricity genera- 
tion and motor manufacturing—are 


t 


one- 


‘NATIONAL INSURANCE IN 


Mr Walter Hagenbuch of Queen’s College, Cz 
ynndon, W.1, on Wednesday 
Non-Members of the Economic Research Council will be wel 
18 South Street, London, W.1, GRO. 4581 


at 55 Park Lane, Li 


Secretary 


now much better equipped than at 
that time. 

However, it has been argued that 
the pre-war rate of investment was 
insufficient even to maintain the then 
existing stock of capital assets, while 
in recent war damage and 
arrears of replacement have had to 
be made good. Moreover, capital has 
had to be provided for some entirely 
new industries, such as oil refining. 
Among separate industries for which 
figures are available for the five-years’ 
period, electricity accounted for no 
less than £676m. of gross capital con- 
struction, while totals for other in- 
dustries were as follows: coal £152m., 
gas £177m., shipping £298m., rail- 
ways £218m., iron and steel £234m., 
engineering (including shipbuilding 
and the manufacture of electrical 
nearly £300m., oil refining 
27m., and agriculture £411m. 
A second practicable division of 
the total of capital investment is be- 
tween the private and public sectors 
of the economy. The share of the 
public sector was very nearly one- 
half in 1948, and rose to well over 
one-half by 1952. By 1952 the public 
corporations were together respon- 
sible for one-fifth of the total of gross 
fixed capital investment. This share 
exceeds their proportionate contri- 
bution to national output, but is to 
be explained by the basic nature of 
their products and services, and the 
dependence of other industries, as 
well as consumers, upon them. 
Clearly, this is one sector of the 
economy in which gross investment 
exceeds depreciation and productive 
assets are being enlarged and im- 


years 
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proved. Most of the investment by 
public corporations has been con- 


2) Sources 


The figures (which cannot pro- 
perly be used to provide anything 
more than observations couched in 
the broadest terms) indicate that the 
largest single source of finance is still 
company savings, including provision 
for depreciation. Indeed, it appears 
that for the five years as a whole 
these savings, together with receipts 
by companies of war damage com- 
pensation and excess profits tax re- 
funds, may have exceeded their gross 
capital formation at home (including 
their enlarged financing of stocks and 
work in progress), leaving a balance 
for investment overseas—chiefly, no 
doubt, in subsidiary companies—and 
for augmenting the finance available 
to other parts of the economy. 

It must be recorded, however, that 
this observation seems to conflict 
with widespread impressions that 
industry has had difficulty in obtain- 
ing sufficient funds for capital de- 
velopment, especially since the un- 
usually large volume of liquid re- 
sources amassed by industry during 
the war has been run down. It must 


be remembered that the figures of 


capital formation represent what 
industry has been allowed to do, as 
against what industry might have 
undertaken if ample physical re- 
sources had been available; while the 
incidence of financial ease or strin- 
gency is doubtless highly uneven as 
between branches of industry or 
individual undertakings. 

The problem of financial provision 
is complicated, again, by the effects 
of inflation on company finance: the 
cost of bare replacement of capital 
goods, without any improvement 
thereof, is generally reckoned to have 


centrated in the fuel and 
industries. 


pe wel 


of Finance 


more or less trebled since 1938, but 
depreciation allowances for taxation 
purposes continue to be based on the 
original cost of the particular fixed 
asset, while means have to be found 
also to finance stocks and work in 
progress at a comparably higher level 
of costs. 

Negligible Personal Savings 

Personal savings in the past five 
years—whether utilized individually 
or through institutions—have_ on 
balance been very small, perhaps 
even negligible, in amount. Indeed, 
if the figures are accepted at their 
face value, by the time taxes on 
capital—principally death duties 
have been paid, individuals as a 
group have failed, except in the last 
one of the five years, to make any 
contribution to the finance of their 
own investments in houses and in the 
business assets of sole traders and 
firms. 

At the present time, most of the 
small personal saving takes the form 
of instalment payments to building 
societies for house purchase or the 
provision of deferred benefits through 
pension schemes or life insurance 
policies. These forms of savings all 
qualify in varying degree for tax 
relief. 

One result of the change in the 
sources and machinery of savings is 
the increased importance of insti- 
tutional investors. Insurance com- 
panies, for instance, provide a steady 
stream of funds seeking investment in 
the capital market. The life insurance 
funds of British companies amount 
to over £3,300m., and are growing 
at the rate of about {160m. a year. 
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CAPITAL DEVELOPMENT IN BRITAIN 


The figures suggest that latterly a 
irger share of the growing life insur- 
ance funds has been invested in 
eq pues, partly in the search for 
gher yields during a period of, on 
interest 
gilt-edged_ port- 
folios were swollen as a result of war- 
time arrangements. The latest return, 
covering statements deposited during 


1 


the whole, low rates and 


partly because the 


1952, shows over £390m., or nearly 
12 per cent of the total of life offi e 
funds, represented by equities, as 
igainst about £50m., or 5 per cent 
of the total, in the late *twenties and 
/ 160-170M.., or 10 per cent, at the 
outbreak of war. The proportion 
varies pelten s between different 
of office and different under- 





types 
takings. 


Insurance funds have also been 


used to finance business in other 
ways, as by the taking up of medium- 
term, fixed-interest-bearing notes and 
similar securities issued by industrial 
and trading companies, by the pur- 
chase of business premises which are 
rented on long Jeases to manufac- 
turers or traders, and by loans on 
mortgage. Clearly, creat 
emphasis must be placed on the 
security of their investments; and for 
the same reason the bulk of their 
investment in industry and _ trade 
tends be concentrated on estab- 
lished undertakings. 


however, 


Another channel, important in the 
past, by which person: il savings are 
put at the disy yosal of 
provided by Sanne trusts and 
unit trusts; but since the war thi 
channel has been practically 
by the selective operation of the 
control over new capital issues. It 
remains to be seen how far the recent 
relaxation of control at this point 
will lead to a 
flow. 


ente rprise is 
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resumption of the 
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Forced Savings 


The shortfall 


made oood by 


finance has been 
y forced savings, 
through the fiscal system. First, the 
National Insurance Funds, which are 
financed largely bi 


tribution 


compulsory con- 
from empl and em- 
accumulating a 


surplus of receipts ©. er 


vers 
ployees, have been 
outgoings 
which, during most of the period, 
amounted to more than {100m. a 
year; thus a substantial amount has 
been withdrawn from current spend- 
ing power and invested 1 
ment securities. 

With changes in the financing of 
the Funds and the growth of expen- 
diture to meet pensions for an ageing 
population, this annual surplus will 
shortly be replaced by an increasing 
deficit. ‘The Funds, that is to say, 
will become a mechanism for dis- 
saving larger 
appropriati yns from the budget 
which in turn would tend, through 
the taxation entailed, to entrench on 
the capacity for voluntary saving. 
The principal method of forced sav- 
ing, however, has been the creation 
of large annual budget surpluses. In 
the fisca 1948-9 to 1952-3 these 
surpluses added up to roughly 
A large part of the total 
has been used to make loans to local 
authorities to finance their housing 
and other schemes; and considerable 
further amounts to ete capital 
funds for some of the public corpora- 
tions, including the National Coal 
Board. Some of it has been paid 
direct to industry as war damage 
compensation and excess profits tax 
refunds: while the remainder has 
been available to repay Government 
debt. 


1 Govern- 


unless fortified by 


l years 


£2,.050m. 


How far this forced saving has suc- 
eded in restricting consumption, 


> 


and thus increasing the proportion of 
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the national income that has been 
saved, is impossible to say; to some 
extent it may merely have reduced 
the volume of voluntary saving and 
increased the national assets at the 
cost of private wealth. 


Equity versus Loan Finance 


The system under which the 
Government itself finds funds for 
capital development has not been 
employed for the major capital works 
of nationalised industries. The public 
corporations for gas, electricity and 
transport, taken together, have 
financed their extensive capital de- 
velopment partly by drawing on 
past internal provisions but largely 
by issues to the public of dated, 
fixed-interest-bearing, Government- 
guaranteed stocks. 

All these changes have had their 
influence upon the London capital 
market. Figures compiled by the 
Midland Bank for issues raising new 
money, other than for the United 
Kingdom Government, show that the 
proportion of the total made avail- 
able by these means for authorities 
and undertakings overseas progres- 
sively diminished in favour of issues 


the proceeds of which were used 
within the United Kingdom, unt] 
roughly the present proportions were 
reached in the middle ’thirties. 

When allowance is made _ fo) 
changes in the price level, the volume 
of home issues has been only slighth 
less in recent years than in the middle 
thirties, notwithstanding the elim- 
ination in the post-war period ot 
issues on behalf of local authorities. 
Roughly one-half of the total sum 
raised by home issues during 1948-52 
was for the public corporations 
responsible for the gas, electricity 
and transport industries. 

Analysis of the sums raised by 
companies shows that, while the 
proportion taking the form of debt 
was much the same as in the middk 
thirties, the proportion of preference 
capital was rather lower and that of 
ordinary capital higher. 

* * *” 


Summarising, it is clear that, for con- 
stitutional or financial or other reasons, a 
considerable shift has taken place away 


from equity finance towards financing by 


the creation of debt. It is difficult to argue 
that, from the point of view of long-term 
financial health and vigorous enterprise, 
this ts a favourable trend. 





U.K. HOUSING: EXCHEQUER SUBSIDIES 


THE totals of Exchequer subsidies, up to and including the year 1952/3, for all houses built 


since 1919, are: 

Housing, Town Planning, etc. Act, 1919 
Housing (Additional Powers) Act, 1919 
Housing, etc. Act, 1923 (and amendments 
Housing (Financial Provisions) Act, 1924 
Housing Act, 1930... ee 
Housing Act, 1935 


Housing (Financial Provisions) Act, 1938 (and amendments - zee 
Housing (Financial & Miscellaneous Provisions) Act, 1946 (and amendments 


£ 
187,172,874 
g. 198.156 
49,594,164 
100,333,287 
$5,637.66 


2 

Ma 5 rr 966,537 
8,140,422 

81.86 3.846 


The figures for the Housing Acts of 1930 and 1935 include figures for the relevant provisions 
of those Acts as now consolidated in the Housing Act, 1936. 


The Rt. Hon. Harold Macmillan, m.p., House of Commons, October 20, 1953 
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Nuclear Power — 


How Near is Economic Production? 


SSL SDAA SAS SAS SS SS SD ASL AOSD SD SOS OOO SAS 
1 power-producing thermal reactor 1s 
heing built by Britain at Calder, Cumber- 
land, and should be in operation within 


three years. America 1s also entering the 


field experimentally but with a sense of 


urgency. 
LSS SAS SS SLAG OS 4 oo SS AS FAO SG SS AO SS 


THE technical feasibility of nuclear 
electric power stations can be taken 
as established, and the first experi- 
mental plant of this kind is already 
under construction in Britain. 

The cost of power from conven- 
tional sources varies widely between 
different countries according to the 
availability of indigenous or external 
supplies of energy. In the U.S.A,, 
with its abundant and readily acces- 
sible sources of home-produced coal, 
oil, and 
nuclear power may be far less eco- 
nomic that in 
veloped countries where the energy 


certain under-de- 


needed for raising the standard of 


living may be locally unobtainable, 
while procurable from external 
sources only at a very high cost or, 
owing to the payments problem, 
only in insufficient quantities. 


Character of British Plant 


In Britain, despite her rich coal 


resources, the economic prospects of 


nuclear power improve as coal prices 
continue to rise and the demand for 
electricity tends to 
national output of coal. 
The first nuclear 
now being built in the U.K. em- 
bodies a natural uranium reactor, 
from which the heat produced in the 
fission process is transferred by gas 


outstrip the 


power station 


* Address to British Association by B. L. Goodle 


From Petroleum Press Se 


natural gas, the use of 


f British Atomic Energy Research Establ 


turbo- 
alternator. In addition to the heat 
for steam generation, the fission pro- 
cess also vields a secondary ‘artificial’ 
nuclear fuel, plutonium, as by-pro- 
duct. 
In Mr B.. Lb. 
a plant of this type, if operated at a 
very high load factor, could generate 
electricity at a cost of about 1d. per 
kWh, which with the 
present average cost of coal-generated 
at U.K. power stations of 
about 0.54d. per kWh (though in 
south-western areas it reaches 
No allowance is made for 


under pressure to a steam 


Goodlet’s opinion,* 


CC mMpares 


electricity 


o.00da. 
revenue in the cost 
which 
may therefore seem almost economic 


by-product 
figure for the nuclear plant, 


in terms of product cost. 

If Britain’s whole electric power 
supply 
tons of coal and coke 
based on natural uranium reactors, 
the operation of the latter would thus 
involve an 


now requiring 36 million 
were to be 


annual consumption of 
4,000 tons of uranium, all of which 
from 


would have to be obtained 
Atomic Energy 


overseas. (The U.S. 


Commission’s price for uranium 
oxide is $3.50 a lb., or £2,800 a ton; 
the natural uranium metal, made 
from it and used in a reactor, may 
cost anything between £10,000 and 


{20.000 per ton. 


Problem of Uranium Supply 


Apart from the financial side, the 
procurement of adequate supplies of 
may considerable 
‘Total world reserves of 
natural uranium metal are at present 
estimated at about 25 million metric 


uranium pose 


problems. 


shment 
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tons. Even if the world production of 


uranium reaches high enough levels 
to ensure for the U.K. a share in sup- 
plies commensurate with require- 
ments of the above order, the natural 
uranium reactor can, in the long run, 
hardly be regarded as a satisfactory 
substitute for a coal-fired powet 
station, since it does not utilise any- 


thing like the full potentialities of 


nuclear power. 

Taking all factors into account, 
however, a plant of this kind may, 
according to Mr Goodlet, neverthe- 
less be economic at a capital cost two 
to three times that of a conventional 
power plant, assuming that the rates 
of interest, redemption, and main- 
tenance are the same. 

Breeder Reactor Difficulties 

The picture would be very different 
in the case of a so-called Breeder 
Reactor, 7.e., a type of reactor that is 
capable of producing in the fission 
process more nuclear fuel than it 
consumes. Breeding does not, how- 
ever, entirely obviate the need for 
refuelling the reactor, since the fuel 
charge must be periodically removed 
for chemical reprocessing, long be- 
fore the whole of it has been fissioned. 

Even so, the 
nuclear fuel in a breeder reactor is 
only a fraction of that of a natural 
uranium reactor. For instance, with 
a reacting core of plutonium, 12-15 
tons per uranium 236 
would suffice to produce as much heat 
energy as the 4,000 tons needed to 
provide the equivalent of Britain’s 
current electric power output from 
natural uranium reactors. 

Although a few experimental 
breeder reactors of modest capacity 
are already in existence in the U.S.A., 
and under development elsewhere, a 
host of intricate technical problems 
have yet to be solved to make the 


annum of 


consumption — of 
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building and working of large-si 
breeders feasible. The removal, re- 
processing and replacement of the 
fuel charges, the handling and dis- 
posal of the radio-active ashes, etc. 
call for ingenious and costly devices 
and their operation is made the more 
difficult by the enormous rate of heat 
release in breeder reactors, 
sitating the development of entirely 
novel systems based or 
metallic coolants. Whatever 
tions may eventually emerge for the 
design of breeder reactors that would 
permit the large-scale generation o| 
electricity, there is no certainty tha 
a plant of this type, notwithstandin: 
its unrivalled fuel economy, would 
be able to compete with conventional 
power plant on costs. 


Plants in U.S.A. 


Among American experts — the 
view is widely held that, for the tim 
being, nuclear electric power offer 
little prospect of becoming economi: 
in the United States, unless it were 
linked in some form or other with the 
production of fissile materials for 
military purposes. 

The three diffusion plants in the 
UU SsAs several billion dollars, 
and their own electricity needs of 
about 3.7 million kW. are quite 
compared with _ the 
energy content of the nuclear fuel in 
the plants produced. The cost of 
electric energy generated from en- 
riched uranium may reach 6d. pet 
kWh. or more, and nuclear powen 
derived from it is, therefore, likely to 
be only of military interest. 

Ifon the other hand the economics 
of nuclear power production were to 
be based on the revenue from the sale 
of plutonium for military purposes, 
the design of nuclear power plant 
would have to be directed from the 
outset towards maximum plutonium 


neces- 


cooling 


solu- 


cost 


appreciable 
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” itput at the expense of electric 
= wer generation. A nuclear reactor 
. igned solely for civilian power 
se eneration would, however, yield 
<i ly a very modest amount of 
_ marketable by-product plutonium 
/? ich, when valued as nuclear fuel 
he power plant, commands a mui h 
ain er price than as a material for 


re! mbs. The from 
Or : 


itively small quantities of pluton- 


revenue these 


solu- m might even be insufficient to 
tne eet the cost of the recovery process. 
oul 
mn Factors in Non-Military 
tha Economy 
din In a non-military economy, it 
ould night conceivably be economical to 
ona lispense with the extraction of 
utonium and simply to store the 
pent charges from natural uranium 
eactors after as much energy as 
the possible had been extracted from 
Him them. But such a procedure, even if 
{fer technically feasible, would clearly 
Peat ‘an a wastage of nuclear fuel re- 
vere surces, whose conservation is all the 
the more important since plutonium, 


lor btained from natural uranium re- 


actors, will be in great demand as a 
the fuel for breeder reactors, once the 
ars, problems are solved of building 
5 0 large size nuclear reactors of this 
uite type. 
the Though the attainment of this goal may 
Lin till be a long way off, Mr Goodlet pro- 

ol fessed his belief that nuclear power is a 
en- ertainty, and economic nuclear power a 
pe! posstbility. But he thought it amprobable 
we! that it would ever become a cheap source 
y to f energy. 

These views were substantially 
nics endorsed in the course of an equally 
2 tO revealing speech recently made in 
sale New York at the Convention of 
SES, Railway and Utility Commissioners 
ant by Dr W. L. Davidson, director ot 
the 


um 


NUCLEAR POWER: ECONOMIC PRODUCTION 


555 


the U.S. Atomic Com- 
mission’s office of industrial develop- 
ment. 


Energy 


American Experts Cautious 


In the United States—as in Britain 
—coal is today the predominant fuel 
for large thermal electricity stations. 
Of the average eenerating cost of 

stations of 
0.6d.) per kWh., nearly 
half is accounted for by fuel, about 
10 per cent by fixed charges (interest, 
and the 
O.1 cent per 
plant operation and main- 
Dr Davidson referred 
estimates 


electricity at U.S. power 


o.7 cent 
/ 


depreciation, taxes, Ctc. 
balance of less than 
kWh. by 
tenance 
to unofficial 
that even at a 


costs 
suggesting 
price of natural 
uranium metal as high as $35 a lb. 
£28,000 a ton) electricity might be 
produced in an atomic reactor in the 
U.S.A. at a nuclear fuel cost of less 
than 0.15 cent per kWh., 2.2, less 
than half the fuel cost per kWh. of a 
coal-fired station. 

On this basis, the « apital cost of the 
reactor could bear to be as high as 
0) per installed kW., ze., 


roughly twice that of the U.S. 


$200 f 

~ 
aver- 
age cost of a coal-fired steam boiler, 
without impairing the competitive- 
* nuclear conventional 


on 
b . 
power plant. But most estimates of 


ness ol nucie with 


reactor costs exceed that figure. 

On the 
natural uranium might be 
tially lower and_ the 
itilisation in the 
assumed in 


the other hand, price of 
substan- 
fuel 
reactor higher than 
the above calculation of 


fuel cost, so that a higher « apital cost 


rate of 


could be accepted. 

Uncertainties surrounding theeco- 
nomics of nuclear power have so far 
proved too great to induce private 
enterprise to tackle projects of this 
kind with their own money. 











Butter is a Luxury 


WORLD PRODUCTION OF BUTTER 


Thousands of cwts 


1952 
MMe ate ddetead 14 
New Zealand t 04 
Australia oe heae ; 3350 
LO Seen Ren LPO — 12,911 
BREN oaths owning tan wacanceins 4,92] 
Netherlands . ‘ 1,449 
West Germany : ere 5,328 


WorLp production of butter is now 
much less than it was before the war. 
After rising to a post-war peak in 
1950, output has again declined, 
especially in the U.S., which is the 
world’s largest producer. But even in 
1950 production was still some 13 
per cent below the 1938 level. Present 
production of butter is 16 per cent 
down on pre-war, and total exports 
from those countries with a surplus 
down by no less than 30 per cent. 
The reason for this decline is 
simple. Dairy farming is being en- 
couraged all over the world, but at 
present prices milk and cheese give a 
better return to the farmer than does 
butter. Consumption of both milk 
and cheese in most countries is con- 
siderably higher than before the 
war; in the U.K., for example, milk 
consumption per head is up by well 
over half. The more milk drunk, the 
less butter made; and in_ those 
countries with an exportable surplus 
of butter home demand has grown 
faster than production. 
Butter prices have 
steadily everywhere, 


been rising 
although in 
most countries the pattern of prices 
is complicated by the operation of 
various controls. This year, indeed, 
there has been an increase in produc- 
tion both on the Continent and in the 
U.S., but it will probably do no more 


1951 1950 1938 
LEZ 326 400 
3.875 }.688 3017 
va fl iba 3,279 4.070 
12,963 14,714 20,001 
5,413 +921 +200 
1,645 1,835 1,993 
429 5.104 7.500 


then offset last year’s fall in milk pro- 
duction. The U.K. has already 
agreed to pay more for its imports of 
butter next year. 

Sut the prospect of obtaining a 
substantially greater volume of im- 
ports of butter in the near future is 
small. Butter has become a luxury, 
and its price after derationing de- 
pends chiefly on the premium the 
housewife is prepared to pay for its 
distinctive flavour; from a nutritive 
point of view there is nothing to 
choose. 

It has often been pointed out that 
a nation’s consumption of fats is 
some indication of its 
living; in the U.K., for example, the 
level of fat consumption rose by 36 
per cent between 1909 and 1936 
very much in line with the increase 
in the national income. 

World consumption of fats has 
been rising. And recently, as butter 
production has fallen, consumption 
of margarine has soared. World pro- 
duction of margarine is some go per 
cent up on 1938, and consumption 
in the U.K. is about 2} times what it 
was before the war. 

In other countries, the U.S. 
particularly, where butter and mar- 
garine are competitive the housewife 
has not shown herself willing to pay 
an extravagant price for butter. 


From Financial Times, London, October 30, 1953 
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Alternative to Guaranteed Farm Prices 


BY HONOR CROOME 





There is a case Jor guaranteed or Sup- 


i 


ported prices jor farmers, but the case 


against is 


overwhelming. The principles 


on which a wise alternative may be based 


] fos ? } a 7 , / 
are deduced in this forceful article. 





\RGUMENTs generally used in favour 
agricultural protection, subsidy, 
id privilege, are a disgrace to an 
ntelligent democracy; intellectually 
lisreputable, politically cynical, and 
entimentally false. 
The protectionist argument would 
istify dropping an iron curtain 
uund every parish to safeguard its 
producers from competition. ‘The 
rgument for subsidies would justify 
ding a dog on its own tail. The 
rgument for privilege in general 
would justify every piece of special 
which has under- 


pleading ever 


All the same, there are factors in 
the situation which give a real and 


inadequate outlay on food and 


wrong division of that outlay. 
* * *” 

1) The first is what one may call 
the time-horizon factor, the limited 
time-span of individual interest. Its 
most obvious aspect is the strategic 


One. 


The Strategic Argument 


The strategic argument, though 
obvious, can be fearfully overworked. 
There are few things an aggressor 
would like better than to. see 
sritain’s industrial power and ship- 
ping cramped and crippled for the 
sake of self-sufficiency in food. What 
sort of show would we have put up 
against Hitler had our economy been 


ritimate meaning to the notions of 


like that of Denmark? But a rather 
bigger iron ration for emergencies is 
an advantage worth some sacrifice in 
other directions. So the 


encouraging that much 


cost of 
more food 
production at home, making that 
much more certain of the power to 
expand production in case of need, 
can be counted as a part of the whole 
defence burden. 


Food was too Cheap... 


But the strategy is not the whole 


story. [he time-horizon argument is 
much wider. The free-trade case, the 
case for letting things be produced 
at the least real cost in capital and 
man-power, is watertight. We are 


not so rich, or so well fed, that we can 


afford to misapply and waste our 
resources. But the cost must be truly 
weighed, the balance of advantage 
truly struck; and the short-run 
balance, which is all the individual 
consumer or trader sees, may be 
badly out of true when applied to the 
future which our children must 
inherit. 

Take the nineteenth-century esti- 
mate of what it cost to grow food 
abroad, the estimate which deter- 
mined the extent of Britain’s swing 
over from farming to industry. It was, 
as we now see, far too low. It 
allowed nothing for maintaining the 
new lands whose stored fertility made 
them so attractive, for averting 
erosion and flooding and all the 


From Broadcast, B.B.C. Third Programme, October 1953 
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other evil results of mining and 
robbing the soil. The cost which was 
unmet then is still to pay in our time. 


The same can be said of the cost of 


fighting the pests and diseases en- 
couraged by that single-crop cultiva- 
tion which looked so cheap in the 
short run; or, again, without much 
stretching the argument, of the fear- 
ful social problems which are the 
legacy of cheap plantation culture 
in the colonies. If it had been any- 
one’s business to calculate these long- 
run costs, if the price of imported 
food had included a margin to pro- 
vide for conservation, crop diversifi- 
cation, and so on, the 
advantage to this country of direct 
and indirect production would have 
been correctly registered by the 
market. We should still have indus- 
trialised ourselves—but not so far. 
We should still have imported food 
—but not so much. And I think it is 
undeniable that today 

would have been better off. 


... and Still Is 


Today, looking at the unequal 
battle still being waged between soil 
destruction and _ soil 
one may well conclude that much 
imported food 1s still under-priced. 
The same argument applies when 
one looks at the other major influence 
on the world food market of the 
future—the growth of world popula- 
tion: 25,000,000 extra mouths a year 


everyone 


reclamation, 


are 25,000,000 reasons for expecting 
food to get dearer—even when one 
has allowed for the fact that, for- 
tunately for us, and unfortunately 
for them, a great many of them are 
not in a position to outbid us com- 
mercially for a share of the world’s 
exportable food surpluses. 

If food is going to get dearer, then 
wise speculators should be buying 
forward against the coming scarcity, 


balance of 


wise producers should be laying plans 
for bigger food production. 


Inadequate Incentives 


# But this is too long-term a specula- 
tion for traders to finance or for 
individual farmers to act on. We are 
not expecting famine next year. We 
cannot even say that next year, o1 
five years hence, food will be dearer. 
In fact it is cheaper today, in com- 
parison with manufacturers and 
services, than it was two years ago. 
What can reasonably be forecast is a 
secular trend underlying the ups and 
downs of harvest and trade, a long- 
run shift of advantage from the 
indirect to the direct winning of food. 

‘That is not an adequate incentive 
to the farmer; he cannot run his farm 
at a loss throughout a lifetime so that 
it may profitably serve our grand- 
children’s needs. But it is a very 
rational incentive to us as citizens, 
taking the citizen’s long view, to 
make farming better worth while 
today than the balance of short-run 
market advantage would make it. 

* * * 

2) The second argument rests on 
the special characteristics of farming, 
which it differs from 
other kinds of economic activity. 

The farmer’s production cycle is 
than the merely annual 
revolution from crop to crop, longer 
than that of any industrial under- 
taking. ‘Vo build up a well-balanced 
farm is a lifetime’s job; to break up 
its capital structure may be the work 
of a single forced sale in a bad season. 

Because his capital structure is so 
slow-built and so vulnerable, the 
farmer has, as it were, his head in 
Chancery—more so than the indus- 
trialist, incomparably more so than 
the merchant. When there is a shift 
of supply and demand his partners 
can adapt themselves comparativels 
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longer 
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easily and painlessly—leaving him 
to stand the consequences, perhaps 
tripped of labour, perhaps holding 

nsaleable crops. ‘They have a 
power of manoeuvre which he lacks. 
Economic theory takes no cognisance 

f this power of manoeuvre; but it is 
highly relevant to policy. 

Rule of Road for Farmers 

The minimum requirement of any 
economic policy is to establish a 
framework of institutions, a rule of 
the road. 

Agricultural policy might well 
learn from the rule of the road at sea: 
for that rule gives the less manoeuvr- 
able sailing ship right of way over 
the more manoeuvrable power- 
driven vessel. Any farm, however 
highly mechanised, is essentially a 
ailing ship in a power-driven world; 
and what the farmer needs is an 
economic equivalent for the sea- 
man’s right of way. Guaranteed or 
iupported prices for particular crops 
do, with all their faults, provide such 
an equivalent. They shift the burden 
of insecurity, of the need to adapt, 
from the farmer to more mobile 
nterests. They do not abolish the 
burden. Someone must carry it. But 
it is neither particularly expedient 
nor particularly just that the farmer 
should carry it all. 

When one has said that, however, 
one has not cénceded the case for 
guaranteed prices, nor yet for de- 
ficiency payments, or tariffs, or any 
other form of support for specific 
lines of production. 


Against Guaranteed Prices 

If one’s aim is to encourage the 
rational use of land, to enlist the 
farmer’s desire for profit as a means 
of directing production to what the 
public wants, then the case against 


Something 
should that 


overwhelming. 
needed. What 


something be? 


them is 
else is 


Obviously that is a highly tech- 
nical question, about which no out- 
sider should dogmatise. But the 
principle should be, surely, that of 
aid and subsidy to the countryside 
as such and to good farming practice 
as such. 

The funds which are now devoted to 
honouring price guarantees should go 
instead to subsidise rural housing and 
water-supplres.and electricity and schools. 
They should go into agricultural research, 
into fertilisers, into pest eradication ; they 
should provide grass driers, canning fac- 
tories, quick-freezing establishments, to 
lessen the farmer's dependence on the 
whims of the weather and on the date of 
ripening of his produce. They should 
finance special credit institutions, making 
it less imperative for the farmer to realtse 
cash for his output at any particular 
moment. 

The general effect should be on 
hand a lowering of the 
farmer’s costs whatever his particular 
production—this corresponds to the 
long-run collective judgement about 
the true balance of agriculture and 
industry: and on the other hand a 
diminution of his special risks, the 
risks of the ship on the 
crowded trade route. 


the one 


sailing 


Perhaps all this is politically im- 
possible. Perhaps those administra- 
tive and technical difficulties which 
it is so easv for the outsider to over- 
look make an economically rational 
policy unattainable. But I believe 
that the background which I have 
outlined is in true perspective; and 
that that perspective must dictate 
the general shape of policy if we are 
to have a healthy agriculture in a 
health economy. 
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Are Executives 





Paid Enough ? 


ROLAND Birp 


A COUPLE of years ago, a party of 
d oS i 


visitors from the American pressed 
metal industries looked at some 
typical concerns in this same group 
of British industries. ‘] hey recorded: 
‘In Britain any 
being a top-flight executive has a 
reasonable chance to become one. It 
is doubtful, however, whether the 
y rising rates of surtax leave the 
individual incentive to 
accept the added responsibilities that 
remuneration. 


steep] 
sufficient 
go with increased 
There is, indeed, a 
evidence that where a level of in- 
come of, say, £3,000 is reached, indi- 
viduals are tempted by the 
possibility of higher pen 
than they are by 


OC) dd 


more 
sions in their 
old age in¢ reased 
immediate remuneration. The reason 
is obvious: increasing rates of surtax 
leave little extra from the added 
immediate remuneration, while pen- 
sions may fall [that is, become 
payable] at a period of lower income 
when the tax is lower.’ 


Pension a better bargain 


The pension arrangements to 
which the ene aero team referred 
are an entirely 
forgoing income now and receiving 
an income later (on which tax will be 
payable at the rate then prevailing 

It would not be right to infer from 
this report that pension arrangements 
are not a powerful incentive to 
executives to accept added responsi- 
bilities; the point is rather that in the 
typical case 
additional immediate income which, 
after deduction of tax, will give the 
executive a fraction of the real benefit 


From Pr IOTeSS, l nilever, 


person capable of 


deal of 


legitimate method of 


there is no amount of 


that he can expect to get from 
pension arrangement. 
For every £ of income abov 


£3,000 and up to 
have to pay 12s. 6d.—-gs. at the 
standard rate 
earned 


/ 1,000 he Ww) 
without benefit 
relief) and 2s. 6d 
surtax. If he has a wife and tw 
children he will take home out 


£3,000 a net sum of £1,988 10s.; 


income 


he drives himself to earn anothe: 
£1,000, he will take home £2,36 
10s, out of the £ ‘Earn anothe 
334 per cent’, says the ( gaa to 
this executive, ‘and I will allow y 
to keep another 19 per cent on top ¢ 
your present net income. 

Sixty or sixty-five may be a lon 
way off, but a pension pure hasable 
with an annual premium of three o1 
four hundred pounds (the Inland 
Revenue, it said, ar¢ 
sticklers about the permissible limits 
of the benefits) is likely to be a better 
bargain than the £373 of net cas! 
that would be left from the extra 
£1,000. Part of what the tax collec- 
tor will not allow him to save i 
instead saved on his behalf by hi 
pension pre- 
if the scheme is arranged with 
an assurance 


: {,000. 


should be 


employers through 
mium 
office). or the annual 
private pens ion 
his employers’ is the 


contribution to a 
scheme. ‘By 
crucial condition: he cannot do so if 


he employs himself—at least not yet. 


Modern Levellers in Action 

Business executives may 
their entire from the 
money they earn, but they 
hardly nothing. And _ the 
evidence shows that, in the com- 


not gel 
satisfaction 
would 
work for 


London, Autumn 1953 
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ARE EXECUTIVES PAID ENOUGH. 501 


munity as a whole, they are getting 
. diminishing share. 

For rough and purposes, 
me can take the top one per cent of 


ready 
incomes as corresponding to people 
who hold policy-making positions in 
industry, commerce and the pro- 
fessions. In the United States, Dr 
Simon Kuznets has found that the 
share of the natior 
taxes, of the top one 


1al income, before 
: per cent dropped 
ym 12 per cent in 1939-40 to 34 } pe r 
cent in 1947-48; and his work on 
partial data up to 1950 indicates no 
ubsequent rise of any significance. 
By contrast, the bottom 93 per cent 
of the population improved their 
hare from ie per cent to 79.3 per 
cent; this is tl 
full pont ean nt in factory and 
furnace and pros sperity on the farm. 
But the share of the top one per cent 
in the national income afte 
vas cut from 10.9 per cent to 6.3 per 
cent, while the cent 
improved their share in the net from 
72.6 per cent Those 
two modern levellers, inflation and 
the tax man, have been hard at work. 


taxes 
lower 93 per 


to O1.7 ner cent. 


Smaller income differences 


Figures such as these do not mean 
that business executives are on their 
uppers or wearing frayed shirt-cuffs. 
But they do mean that management 
has not kept its relative place in the 
in much the same 
way and for much the same reasons 
that the foreman now 
drawing a 


Income structure 


much smaller margin 
than he used to draw over the aver- 
age earnings of the men for whom he 
1S responsible. Last vear, indeed 
some American top executives suf- 
fered direct cuts. The 
dollars-a-year men in Du Pont and 
General Motors kept their place; but 
it was an unhappy year for the top 
men in American Viscose, Celanese 


half-million- 


1e direct consequence of 


finds himself 


Electric and 
nited States, 


Corporation, General 
Loew’s Inc. In the [ 
top salaries are perhaps more often 
tied to profits than is the case in this 
country ; recent figures pub- 
lished by The Economist show that 


] 


trading profits of nearly a thousand 


some 


companies broadly relating to 1952 
fell from £810 million to / 

lion, but the total emoluments of 
cli ] 


1¢ 
direc tors were only sli rise tly lowered 


728 mil- 
/ 


) 
There is no means of telling how 
American metal pressers came out 
ree ae 


1aS veal 


from £19.3 million to £19 million 


an tell them how 
their | 
{£3,000 a year and over 
1950-51. Chere were 118,000 of 
them, out of just over 20 million 
people with incomes—one half of one 
[heir gross incomes totalled 
£689 million, out of £8,750 million 
about 8 per cent, 
Their incomes after tax totalled 
£302 million, out of £7,643 million 


per cent. 


for all incomes 


all net incomes—just under 
cent. We have little to learn from 
Dr Kuznets on this particular point. 


Whips and Scorpions 


In this coming vear, the man (let 
us suppose him happily married with 
two children) who had thought of 


pushing up his income, whether from 


irom 


£3,000 to £4,000, will be £25 better 


pressed metal or anything else 


off than if he had done so a vear 
earlier. One thousand 
ll the explosive force of a 
Chinese cracker into his bank account 

» mark the limit of this vear’s tax 


sixpences will 
‘rash with a 


concession on that extra thousand 
pounds 

In the [ 
Republican presidents are said not to 
taxes 
and where there is 


nited States, where 


reduce despite their promises, 
a widespread 
belief that high taxes are here to stay, 


things work out a little better—if you 
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prefer whips to scorpions. The 
American pressed metal man who 
thinks of pushing up his income from 
$10,000 to $15,000 will find that he 
pays $1,300 on the extra $5,000 in 
1954, whereas he would have paid 
$1,500 if he had done so in 1953. 
Neither Treasury gives the business 
executive a handsome tax bonus on 
extra earnings this year, compared 
with what he would have paid on 
the same extra earnings last year. 


The attractions of not having ai 
income but having a pension instead 
will not be much diminished. Per- 
haps the attractions of the industria! 
game and competitive emulation wil! 
evoke the right kind of management 
ability and put it in the right places. 
But it might be that some of thes: 
executives are, after all, men as 
sensitive as less noble creatures to the 
size of their net incomes. 





‘WE MUST LIVE BY OUR WITS’ 


BY H.R.H. THe Duke or Epinsurcu 


Britatn’s problem is not why, but how, to increase the export trade, how to pay for 


imports, how to reduce prices. 


Basically the solution les in our wits. We must literally live by our wits. Judging on past 
achievements of this country, we are certainly not a nation of nit-wits. In fact, wits are our 
greatest single asset and one which we can still rely upon. 





We must exploit the wit of the scientist and the engineer who, by their inventions, start new 
industries. We must exploit the wit of the specialist and the expert who can improve method 
of production and the materials. 

We must exploit the wit of the designer who can improve the product itself and its sale- 
ability. Finally, and probably most important, we must exploit the wit of the manager, the 
co-ordinator who alone can bring together and make use of the ideas of the scientist, specialist 
and designer. The manager should be the great brain-picker, constantly on the look-out for 


new methods and new ideas. 


From Address, National Union of Manufacturers, London, October 15, 1953 





LOCAL GOVERNMENT FINANCE (concluded) 


entirely financed by loans which 
totalled £446 million. Over four- 
fifths of this amount was supplied 
through the central Government’s 
Public Works Loan Board, which 
until 1 January, 1953, had been the 
sole source from which local authori- 
ties could borrow externally. 

Thus slightly over one-half of the 
£1,600 million worth of local govern- 
ment expenditure in 1952 was 
financed, either by way of grant or 
loan, by the National Exchequer 
who, in its turn, recouped the 


expenditure from the British tax- 
payer, 

And while last year the average 
rate-payer paid 34 per cent of his 


income direct to his local 
authority in the form of rates, 
indirectly, in the payment of his in- 
come and outlay taxes, he contri- 
buted a further 7 per cent, 4. per cent 
going towards the costs of grants and 
often paid out to local 
authorities other than his own) and 
3 per cent taking the form of a 
‘forced loan’ to cover the financing 
of new capital projects. 

From these figures it is evident 
that the subject of local government 
finance, far from being solely. of 
parochial interest, is one of very con- 
siderable economic significance from 
the viewpoint of the country as a 
whole. 
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Local Government Finance in Britain 


Some facts concerning expenditure of £1,600 millions per annum 


Art too frequently underestimated 
is the significance of the relationship 
which exists today between the 
financial problems of local authori- 
ties and the broader economic issues 
of our national life. 

In 1952, total expenditure by local 
authorities in Great Britain reached 
the record figure of £1,600 million, 
an amount in real terms equivalent 
to 11.7 per cent of the gross national 
product for that year. Of this 
amount, current expenditure on rate 
fund services (e.g. education, public 
health, highways and bridges, ad- 
ministration, etc.) totalled approxi- 
mately £925 million of which £84 
million took the form of housing 
operating 
various types of trading services (e.g. 
public transport, civic restaurants, 
water supply, etc.) is put at £150 
million. 

On capital account, expenditure 
totalled £525 million representing 
27.6 per cent of the gross domestic 
capital formation for the whole 
country in 1952. Of this amount, 
investment in housing accounted for 
some £345 million 
the country’s total capital formation 
in this type of asset) while other rate 
fund services—and notably educa- 
tion—invested some {£140 million. 
Capital formation in the trading 
services remained approximately at 
last year’s level of £40 million. 

In all, expenditure by local 
authorities rose by 14. per cent as 
compared with the previous year. 
Partly this was the result of increased 
costs but to a greater extent the rise 


subsidies. ‘The cost of 


From Some Aspects of the Present Role of 


So per cent of 


in expenditure reflected an increase 
in the volume of goods and services 
bought. 


Sources of Income 

How was this expenditure 

financed? On current account the 
trading services paid for themselves 
and in fact yielded a profit of some 
£4 million after allowing for de- 
preciation. Income from _ property 
rents, fees, recoupments, etc.) 
brought in £85 million, Government 
grants (including housing subsidies) 
£444 million, and income from rates 
£391 million. 

Total revenue on current account 
in 1952 (excluding trading receipts) 
thus amounted to {£g20 million, £5 
million below expenditure for that 
year. This slight deficit is to be com- 
pared with a small surplus which 
accrued in 1951 and in previous 
years. 

Government grants thus accounted 
for slightly over 48 per cent of the 
total current income in 1952. This 
proportion has been steadily increas- 
ing since 1914 at which time little 
more than one-fifth of local revenue 
took the form of Government aid. 
And, whilst at one time local rates 
amounted to some 56 per cent of 
central revenue,! today the propor- 
tion is less than one-twelfth. 

Apart from the provision for de- 
preciation and a small grant from the 
national exchequer, capital forma- 
tion by local authorities in 1952 was 


continued opposite 


1 See Ursula C. Hicks, The Budget as an 
Instrument of Policy 1937-1953, Three Banks 
Review, June 1953. 


Local Government in the National Economy, by 


Fohn N. Dunning, Local Government Finance, London, September 1953 
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Retaii Trade Facts and Figures Reveal 


Changes in Canada’s Domestic Market 


[IN vIEW of the far-reac hing structural 


aay 
anges in Canada during the pas 


enty-five years, 1t 1s not surprising 

$ ] }: aa rete ie ] 

it the distributive trades, and 
Ce ORT bee tee 
Llme In parucular, Mould Nave 


1° 


; 
ick out in new directions and 


ken on new conformations. 


[he most striking development is, 
course, the very marked rise in 
th value and volume over a period 
less than twenty years. In the pre- 
industry 


} 
) when 


ar years, 1935-9, 
ind trade were making a slow and 
unful convalescence from the de- 
thirties, the 


lue of retail sales averaged a little 


pression ol the early 


er $2,400 million a year, against a 
t-war peak of $11,300 million in 
52. In terms of constant (1935-9 
ars (which -for lack of a bette 
, oh oy 
neasure we shall assume to be a 
ve of volume) the pre-war figure 
= " ‘Ilion had rise 
less than 92,500 milion had risen 
over $3,600 million by 1945, an 
crease of « lose tO 50 pet cent, and 
» $5,300 million in 1952, an increase 


nearly 116 per cent. 
How Income is Spent 


The three major factors affecting 
he volume and character of trade 
re the level of personal disposable 
income, 


] 


population characteristics 
nd the availability of 


siete: 08 
hese three factors, personal dis- 
p able income probably has the 
reatest and most immediate impact 
on trade. 
In the pre-war years 1935-9, in- 
averaged $3,800 million 
uinually. By the figure had 


reached close to $15,800 million, an 


1952, 


Increase of 315 per cent, and despite 


From Commercial Letter, Canadian Bank 


the increase in retail commodity 
prices 115 per cent 
therefore a ven \ 
in total purchasing power. 

The extent to which movements in 
income are reflected in actual ex- 


penditure varies according to the 





level Ol accumulated savings. the 
availability of desirable good 1 
certain psychological factors h 
influence demand. 

In 1926, which was for many vears 


regarded as a ‘normal’ 
' 


War I period, 


as the base tor 


post-World 

and aS SUCH Was used 

many economic in- 

dexes, expenditure on consumers’ 
a | 


services amounted to QO2.3 


goods an 

¢ . ] 1 . 11 
per cent of total personal disposable 
income. In 1929, when a ‘come-easy 


oO-easy prevailed until to- 


1 “et +] 4 
ward the end of the year, the percen- 
lage rose to 95.0. At the depth of the 


102.6 tor 


depression it had risen l¢ 
obviously different reasons, since it 
became necessary to draw upon sav- 


2 


ings. By the last pre-war year it had 


fallen to approximately the 


level of 1926. 
Spending Ups and Downs 


Despite the war-time increase in 
income, the proportion then spent 


on consumers’ goods fell 


sharply, the 
result of several contributory factors 

scarcity of goods, a low rate of 
family formation, and 
invest in government 
associated forms of saving. By 1945 
the percenta re had risen to 80.0 from 
the mid-war level of 76.6, and for the 
two years therafter there was a sharp 


pressure to 
1 
t 


yonds and 


increase associated with the extremely 
mae cece ete 
high rate of family formation and 


Toronto, September 1953 
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considerably less stringency in the 
supply of goods. 

lhe rate was more normal in 1948- 
49 but rose again to 94.9 per cent in 
1950 when, on the outbreak of war 
in Korea, the psychological factor 
again became operative in the form 
of a ‘flight into goods’ in anticipation 
of renewed shortages. A_ tighter 
credit policy and some retrenchment 
following the over-buying of the 
previous year brought the figure 
down to go.6 in 1951, while the 
resumption of easier credit terms in 
May of last year induced an upward 
movement which reached gt per 
cent for the year. 


Influence of Population Growth 


The effects of population growth, 
and of changes in population charac- 
teristics, over the long term, probably 
permeate the whole trade fabric to a 
greater extent than any other factor. 
The very low rate of both immigra- 
tion and family formation during 
most of the decade of the thirties and 
the war years resulted in a very 
slowly rising population. With the 
rehabilitation of the armed forces 
and the resumption of immigration, 
however, the rate of family formation 
and the birth rate rose sharply and 
by June 1952 the total population 
had risen to 14,430,000, an increase 
of more than three and a third 
million over the pre-war (1935-39) 
average, over two and a third million 
having been added since the close of 
the war, of which the accession of 
Newfoundland added about a third 
of a million. 

The domestic market has, there- 
fore, been enlarged by close to a 
third since before the war and is 


currently increasing at the rate of 


between four and five hundred 
thousand annually, depending on 
the flow of immigration. 


Crude figures of population in- 
crease, however, tell only part of the 
story. The net family formation in 
1946, the first post-war year, was 
102,000, close to double the 1939 
figure. So high a rate naturally could 
not be maintained, though it 
averaged 73,000 for the next fou 
years. The past two years have, 
however, averaged over 93,000. 


Demand for Household Goods 


This implies a comparably high 
rate of need for housing and fo: 
associated household requirements, 
all of which influence not only the 
level of trade but the direction in 
which it is channelled. The durables, 
including furniture and household 
appliances and radios, are normall: 
in active demand under these con- 
ditions, though the scarcity of many 
of these items in the early post-war 
years tended to contain such pur- 
chases within the limits ofavailability. 
Nevertheless the proportion of per- 
sonal expenditures on consume 
goods and services, spent on durables, 
rose from 5 per cent in 1945 to 7.4 
per cent in 1946 and has averaged 
nearly 11 per cent over the past three 
years. 

The census figures covering hous- 
ing characteristics are an interesting 
sidelight on this tendency to invest in 
durables and, in general, illustrate 
the secular trend toward an im- 
proved physical standard of living. 
The percentage of dwellings report- 
ing housekeeping aids and_ other 
amenities rose sharply between 1941 
and 1951 as the following figures 
indicate (1941 figures in brackets 
inside running water 74 per cent 
(60.5 per cent); electric lighting 87 
per cent (69.1 per cent); mechanical 
refrigeration 46.8 per cent (20.9 pel 
cent); gas or electric stove 49.8 per 
cent (39.6 per cent) ; electric vacuum 
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CHANGES IN CANADA'S DOMESTIC 


-5 per cent (24.2 per cent 
77.0 per cent 


| aes 1: 
poweret Washing macnine 


72.5 per 


ent (not available); passenger auto- 


$2.3 per cent (30.7 per cent 


il as fuel 22.7 per 


/ 


cent 2.0 per 
While expenditures on durables 
are a matter of choice rather than 
greater extent 
those on non-durables and 


the relative 


necessity to a much 
in are 


price level and 


CFVICES. 


availability of the items constituting 


he two last-mentioned groups are 
important factors in determining the 
hare of consumer expenditures 


vhich each will bear. 


Depression and War Years 


During the first half of the thirties 


expenditure on services was relatively 
wher than at any time during the 
| 


period for which data are available, 


reaching its hiohe point. 
epth of the depression 
1932, largely because of the hard 


‘nted by 


ae er 
39.0 p I 


re of expenditure repres 
and the 
ected with household operation. In 
that year shelter alone 


fuel, utilities con- 

accounted for 

17.0 per cent of outlay on services 
. 1 

nd G per cent of total con umer 


expenditure. The utilities brought 


hese percentages up to 54.8 and 21.8 

respec tively. There is no record of 

lel costs in this vear. 

The non-durables, a considerable 

part of which is controllable or cur- 

tailable, fell during this period with 
; 


the durables. The influence’ of 
the distribution of total 
expenditure is quite marked through- 
out the period for which there is a 
statistical re¢ ord. 


shelter on 


During the war years when the 
formation was low, 
common, and ; 
trictly controlled, services dropped 
quite sharply, reaching a low of 31 


rate of family 
‘doubling-up’ 
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, j 
1 
per cent in 1943 ind the decline was 
: : ‘ 
almost continuous thereafter until 
19460 when a post- r low of 7a Pe 
er cent was reacned. | p to 1947 
] ] > ] — . — . 
shelter had declined to »7+5 per cent 


of service expenditure and 10.4 per 
cent of total expenaiture ; but since 


that year the housing shortage, a 


wide measure of decontrol, and the 
cumulative effect of new building 
not subject to control, have combined 


to raise the proportion of shelter to 
all service expenditures to 40 per 
cent, and to total expenditures to 12.1 
per cent. 


Influence of Urban Migration 


| 


The shift over the ve from a pre- 
dominantly | 


ars 
to a predominantly 
urban po o tends to in- 
fluer ce not only the voitme of trade 
but its character and the type of 
retail outlet. ‘The movement away 
from the farm and non-farm rural 
communities to the larger centres has 
gained momentum during 


tne past 
two decades, and 


the last 


within 


census period the rural population 


gained only 378,000 or 7.5 per cent 
| | . j 
whereas the urban increased by 


about 2,.TO00.,000, OY 2s). 
> ] +] ar? a > yr « 1 

As a result of the extension of rural 
increase in 


] 


rs rural requirements tend 


electrification an 
motor ¢ 


wre mMpror yate Wr 
more to approximate in 


more ane 
kind those of the town and city 
dweller, and are less likely to be satis- 
fied locally, with a consequent de- 
cline in the proportion of total busi- 
veneral 


fell from 


ness done by the 


country 


: 
share of trade 


| 
ores, Whose 


c 


7°5 per cent of the tot | in 1930 to 
{1.7 per cent in 1952. 

During the war years, when con- 
umetr durables were either scarce or 
unobtainable, when most lines o 
non-durables were standardised or 


° : . e - 
rationed, an l when gasoline supples 


were sharply curtailed, the country 
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general stores had, relatively, their 
best years in recent times, with 
about 7.7 per cent of all retail sales. 


Stores Lose Ground 


At the same time, the growing 
tendency of the population in metro- 
politan areas to move away from the 
more densely populated central sec- 
tions to the suburban perimeter is 
resulting in a slow but significant 
decline in the importance of the 


department stores, whose share of 


trade dropped from 13.5 per cent in 
1931 to 11 per cent in 1941 and 8.7 
per cent in 1952. (The same slow 
subsidence of the department stores 
is apparent also in the United 
States.) Here, too, the rapid growth 
in automobile ownership is exerting 
its influence. As parking space in the 
older. 
increasingly congested, shopping in 
the more outlying districts, with 
greater parking facilities, becomes 
more attractive. 

The competition thus set up is 


down-town areas becomes 


effecting many, sometimes revolu- 
tionary, changes in merchandising 
methods. The department stores and 
others long-established in central 
areas are taking steps to reverse the 
trend by various means. Suburban 
branches are being opened up to 
make their outlets more accessible; 
parking facilities are being enlarged 
where this is possible; night openings 
in designated sections are being used 
to attract customers otherwise unable 
to shop in the area; and charge 
account and instalment buying is 
being pushed as an alternative to the 


‘cash and carry’ principle of most of 


the chain stores. 

With the exception of the food 
stores and to a lesser extent women’s 
clothing stores, the chains do not 
appear to be increasing their share 


of total trade, which for the past fis 
years has amounted to less than 
per cent as compared with close to 1 
per cent during the war and earl 
post-war period. 


The food chains, which accounted 
for 27.4 per cent of all food sales in 
1941 lost some ground between 1941- 
47 but have made considerable in 
roads since that year, their share of 
all food sales in 1952 amounting to 
Women’s clothin 
stores tend to vary from year to yea 
but have risen from 18.1 per cent i 
IQ41 to 22.6 per cent in 1952. 5 
and variety 


enie per cent, 
in 


store chains are fairly 
and 87 per cent 
the drug store 
chains have declined from 18.7 pet 
cent in 1941 to 13.3 per cent in 1952. 


steady at about 37 


respectively, but 


An important qualification must 
however, be made in regard to the 
declining proportion of chain store 
sales to total retail activity, namely, 
that the chains account for a rela- 
tively small proportion of sales of 
durable goods. 
The net result of the variously 
shifting pattern of retailing does not 
therefore, appear to have 
damaging to the position of the inde- 
firms 


} 
ween 


pendent 
ment 
done close to 75 per cent of the retail 
trade of the past three years as com- 
pared with just over 70 per cent in 
1941 and less than 68 per cent in 
1931. Nor do the relative data indi- 


excluding depart- 


stores), who as a class have 


cate any untoward concentration of 


business or decline in competition. 
Retail trade appears, indeed, to be 
more, rather than less, competitive 


than formerly as various types of 


business explore and experiment with 
new lines of goods, new types of out- 
let and new methods of merchandis- 
ing. 
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T1\ ° ° 
ie | Ever-Changing Frontiers of Industry 
} 
soll PPP PEEP PELL PEE OEE EEE OE EEG 
aaa Recent steps forward in industry's 
ceaseless search for better methods and 
nte lower COSTS 
ST] LI SL SSS SS SS ASG SASS SAS SASS SSS So 4 
Q41- One of the many signs of America’s They may be used to measure or 
11 ytinuing economic progress is the record the changing physical charac- 
€ rapid emergence in recent years of a__ teristics of solids, liquids, or gases. 
5 | roup of new industries making ‘They may test manufactured pro- 
M1 aboratory and control equipment. ducts at selected stages for size, com- 
yea After the war further stimulus was _ position, colour, or purity. In addi- 
Mi iven to business applications of such — tion, the instrument readings may be 
>HLOt levices by their ability to help offset fed back for the automatic control of 
url rising costs. A series of radically new the proc essing machinery itself. Some 
cel pes of instruments, unheard of only control devices for correcting atito- 
tore short while before, became avail- matically any deviation from stand- 
pel ible. ard have proved far more accurate 
952 The notable expansion taking and prompt than any possible con- 
— place in these lines is only another trol by human hands. 
the step in the long-te ™ evolution of ee ae 
kote industry in its ceaseless search for 
wes improved methods and lowered ex- A particular instrument may be an 
in, penses. Such expansion serves as elec tronic device to control an 
a inother refutation of the theory atomic reactor pile, to inspect tin 
propounded in the °*3g0s that the plate being rolled in a steel mill, to 
ountry had reached ‘economic detect impurities in peanut packing, 
usly maturity’ and no longer possessed to X-ray canned beer in a brewery 
not om for growth. or it may be some entirely dif- 
ee] ; : ferent, non-electronic type. It may 
nde- Control Equipment direct. a massive machine tool 
yart- Laboratory and controlequipment through its intricate cycle, analyse 
lave being made in a great variety of continuously the chemical composi- 
tail different types, some of which are’ tion of hot gas, or solve complex 
om- unbelievably complex. The various mathematical equations in a flash. 
t in instruments may be mechanical, Also it may count out 100 pills into 
t in hydraulic, pneumatic, thermostatic, a bottle, time the right exposure for 
ndi- chemical, magnetic, electronic, or a a photographic print, cause an ele- 
n of combination of several. ‘They have vator to. stop level with the floor, 
ion. quickly found applications in the check merchandise inventories, moni- 
» be basic industries—steel, machinery, tor the operations of a remote plant, 
itive oil refining, chemicals, medicines, or locate a school of fish in the ocean. 
s of textiles, and, ofcourse, aircraft, radio, Some recently completed plants in 
vith television, and the almost uncharted this country are so fully equipped 
out- field of atomic energy. with automatic controls that, pro- 
\dlis- 


From Monthly Letter, National City Bank of New York, October 1953 
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perly set up and fed, they practically 
run themselves. 

When the oil industry, in its 
efforts to meet the nation’s unpre- 
cedented demand for petroleum 
products last year, drilled a record 
44,388 new wells, electronic equip- 
ment for analysis 
helped in locating oil formations. In 
unproven areas especially, the wells 


located on this scientific basis were 


seismographic 


several times as successful in bringing 
in oil as the ‘wildcats’ drilled without 
such guidance. 

Meet the Transistor 
the transistor, a tiny 
vice made of the rare metal german- 
ium or certain other elements. It does 


A promising new development is 


elec tronic de- 


about the same work as a vacuum 
tube in many applications but takes 
ip much less space, uses much less 
current, generates almost no heat, 
and lasts almost indefinitely. Transis- 
tors are making possible electronic 
equipment of smaller, lighter and 
more durable design. In the labora- 
tories the quest is on 
performance and widen the horizons 
of use. 

A few days ago the U.S. Navy and 
National Bureau of Stand: 
unveiled i 


to improve the 


irds jointly 
a project in co-operation 
with private manufacturers for the 
automatic mass production of resis- 
tors and condensers needed in radio 
and other electronic 


The units, in the 


instruments. 
form of miniature 
ceramic waters, have circuits printed 
in metallic paint in place of conven- 
tional wires for conducting the cur- 
rent when they are stacked together. 
Such 
assembly automatically is 
to bring 


the time, 


standardisation of parts for 
expected 
about substantial savings in 
materials, and_= skilled 
labour heretofore required for manu- 


facturing, hand assembling, wiring. 
soldering connections, and testing at 


every stage of the process. 
Science of ‘Instrumentation’ 


The instruments have been refined 
in scope and accuracy far beyond 
comparison with the best available a 
few years ago. Temperatures may be 
closely controlled at ranges up to 
and down to the 
approach of absolute zero at minus 


7,000 degrees F. 


159.6 degrees F’. Electric current may 
be measured in millionths of a 
millionth of an ampere. Some labor- 
atory instruments will measure pres- 
sures up to 50,000 pounds per square 
inch, while others will measure the 
almost com- 
plete vacuum expressed in millimi- 


minute pressure in an 


crons (billionths of a meter) of mer- 
cury. ‘Instrumentation’ has taken its 
place as an important new science, 
with its technical trade journals and 
professional membership association. 

Supplying 
industry has itself become a sizeable 
industry —or grou] 


S* I 


these new tools to 


» of highly spec ial- 
ised industries. 


Impressive Sales Figures 


During the past several years many 
new companies have been organised, 
most of them family or closely-held 
corporations that do not release 
financial information. A limited 
number, however, have begun pub- 
lication of regular statements or 
filed registration statements with the 
Securities and Exchange Commis- 
sion as a result of the widening distri- 
bution of their stock ownership or 
their need to attract additional capi- 


tal—equity or borrowed. A group of 


twenty-five such concerns shows 


combined sales in 1952 amounting 
to $277 million, a gain of 22 per cent 


] ar AD) 
concluded on page o/2 
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Ing \lthough an ‘introduction’ this book is 
nt primarily to be a class textbook. I 


a ritten rather for the workers in 
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statistics without themselves | 








eing statis- 


ticlans; and the a D eS aS lar as an 
man could (without a to meet the 
reader ‘who de ‘Snot! ive the tl ic OF mathe- 


matical background to master t 
statistical theory’. Quite ofter 
more often than he h ype tne 
it necessar\ to choose be 














he necessary 
probably 
i—probably 
I 
rftin 
author finds 





than he promised. In such a situation he 
very properly gets on th his job, dragging 
the reluctant mathematicians with hi 
which doubtless will do them a power of 
good. Ever th 1 re tl will find in the 
end that t book has at least given them a 
pretty clear view of the processes of thought 
and irgument of tt! r Statist i leagues 
The author is associate professor of Mathe- 
matics in Rmory | ant 
G nme? Role in I Life, George A 
Steiner, McGraw-H E hing ( pany 
\ York, 7 London, $6.00 
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pluses and loans and gifts from the o icle 
of the Atlantic filled in the gap for a period 
but increased defen spending and_ the 
drving up of cred nab i have pretty 
well closed that chapter. Can the job Le done 


tive level ? 
Itisinth that Professor Paish has 
tackled the job of at least making the facts of 


the situation clear first to his own students at 


is context 


London University, now to a wider public. 
Lt rgency of tl problem is not to be 
doubted. It is something on \ 

that both the Conservative party in power 
and the Labour party hoping for power are 


showing themselves aware of the 


so that there should be a \ adership for 
this important study. Perhaps it may help to 


induce a moderation of the campaigning 
programmes of | 


1 both parties if 
learn the lessons that are here 


set forth. 


Professor Paish—and there is nobody ablet 
in this field—has performed a valuable put 
lic service in publishing tl book at tl 


moment. 
International Trade }\ 

H.M.S.O., London. 

An admirable rey 
sing: depressing be¢ 
ment to internationa 
its reports nev 


} scene: Pia baeis } 
haviour. Perhaps the 


better if the expectation had be 
that ‘after a transitional period du 
the war-time maladjustmer 





y be eliminated, international trade woul 


revert to a situation similar to that of the 





pre-war period when no_ extraordir 
measures of financial assistance were n 


sary to maintain the level of trade’. W 


actually happened instead of this rever 


to ‘normalcy’ is set forth in the first part 
the report, and the story could easily | 


1 
been worse. Gloom descends upon the re: 


in the second and third parts of the rey 
whicl concerned with ‘Barriers 
Controls in International ‘Trade’ 
“Activities of the Contracting Parties’. 


1 are 


valuable reference book which 
forth the facilities available for 


management in universities a 


colleges in Great Britain. A later volume 
to deal similarly with complementary cout 
oie } ere | 

at residential institutions, extra-mur 
lishment trades 1 yns, and the hi 


| from Russi 
1 at its face val 
the matters unde 
eview is comprehensive, but we are not tol 
legislation is enforced, how man 


d from its bi Within tl 
epted by the author the book 


nefits. 





FRONTIERS OF INDUSTRY (continued from page $70) 


over 1951. This contrasts with a gain 
of only 3 per cent for the 
turing industries as a whole. 

The marked strides made by the 
younger companies does not mean 
that the large and old-established 
companies interested in the 
fields have been idle. Leading organ- 
isations which also have been spend- 
ing vast research and 
development work comprise a long 
list including numerous well-known 
companies, each having total sales 
exceeding $100 million annually, 
such as Admiral, Allis-Chalmers, 
American Telephone, Bendix Avia- 
tion, Burroughs, General Electric, 
International Business Machines, In- 


manutac- 


same 


sums for 


tl 


ternational ‘Velephone, Minneapoli 
Honeywell, Motorola, National Ca 
Register, Philco, Radio Corsoratio1 
Raytheon, Remington-Rand, Sperry 
Sylvania, Westinghouse Electric, and 
Zenith. 

Research and investment are th 
tried and proven raist 
the living standards of the peop* 


meth« ods to 


generally—-whether they be engaged 
in manufacturing, farming, 
portation, or elsewhere, and whether 
they be wage earners, 
shareholders, or annuitants. By thi 


trans- 
executives 
process the outer frontiers of funda- 


mental science rapidly become thx 
new frontiers of industry. 
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